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Target Price: SAR107/share
Current Price: SAR92.7/share
Upside: +15.5% (+2.2% Div. Yield)
Rating: Overweight

Arabian Drilling Co.

Fleet reactivation to drive earnings recovery in 2026

. Set for a strong 2026 start driven by the reactivation of five rigs and its first international
contract, raising active fleet by 5 to ~50 by 1Q26 (40 onshore and 10 offshore)

= EBITDA is likely to increase by low double-digit percentage in 2026e, driven by high-digit
top-line growth, margin expansion, and cost efficiencies.

= Post reactivation of 5 rigs, our revised 1Y Fwd TP stands at SAR107/share based on DCF
and EV/EBITDA (8x on 2026e EBITDA), implying an Overweight rating on the stock.

3025 results: ADC reported a 3Q25 top-line at SAR835mn (-3.1% q/q), largely in line with our
estimate of SAR808mn (consensus: SAR815mn), but beating its guidance of up to 10% q/q
decline. The sequential revenue decline is primarily due to lower rig activities, offsetting the
contribution from the newly acquired MVSP. Utilization rates declined from 78.7% in 2Q25 to
73.8% during the quarter, with the active number of rigs dropping from 48 in 2Q25 to 45 (49
expected) in 3Q25. Gross profit declined ~18% q/q to SAR101mn, above our estimate, with the
gross margin narrowing by 2.2ppts q/q to 12.1% (vs. 10.4% expected). This is mainly due to the
weaker performance of the onshore segment, which witnessed a decline in margin, likely due
to lower land move activities, offsetting an improvement in offshore margin (+3.2bps g/q to
25.9%). Further, operating profit declined by over 17% q/q to ~SAR55mn, beating our estimates,
mainly due to better-than-expected margins and improved operating efficiencies (-18% q/q
decline in OPEX). Overall, ADC reported net losses of SAR9.4mn, lower than our loss estimate
of “SAR20mn, due to lower-than-expected financial costs and/or zakat expenses.

Solid startin 2026 with multiple rigs activation... ADC s poised for a strong kickoff in 2026 with
a robust backlog of SAR11bn (avg. contract tenor: 2.4 years), following a series of operational
and contractual milestones. ADC has received notices of resumption for five rigs—two offshore
and three land-based—with operations likely to begin during 1Q26. This momentum builds on
ADC’s robust contract renewal performance in 9M25, where 22 (4 in 1Q25 and 6 in 2Q25, and
12 in 3Q25) out of 24 rig contracts were successfully renewed or extended, notably including
eleven gas land rigs. Adding to its strategic expansion, ADC secured its first international
contract (SAR75mn), marking a significant step in its global footprint. ADC has also indicated
that renewals for the remaining two rigs are forthcoming, indicating a healthy growth in 2026.

Figure 1: Key financial metrics

Revenue 3,477 3,619 3,443 3,711 3,739
Revenue growth 29% 4% -5% 8% 1%
Gross Profit 976 760 507 723 740
Gross Profit margin 28% 21% 15% 19% 20%
EBITDA 1,485 1,403 1,270 1,408 1,415
Op. income 801 566 316 517 533
Net profit 605 321 77 278 337
Net profit margin 17% 9% 2% 7% 9%
EPS (SAR) 6.8 3.6 0.9 3.1 3.8
P/E 13.6x 25.7x 107.0x 29.7x 24.5x

Source: Company data, GIB Capital
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Accordingly, we expect the total active fleet to rise from 45 by 2025-end to 50 by 1Q26e (10
offshore and 40 onshore out of 60 available fleet), driven by the reactivation of 5 earlier
suspended rigs, a new offshore rig short-term contract in the UAE, offsetting the return of one
of the lease rigs (likely by 2025-end). In addition, day rates are expected to remain stable in
2026e (with a possible upside risks for offshore dayrates amid the tight market), aided by the
reactivation of 5 rigs at the prevailing market rates, the absence of a temporary discount given
for 2 Jack-ups in 2025, and a strong renewal track record, resulting in a high single-digit top-line
growth in 2026, despite weak expected revenues (-5% y/y drop) this year.

ADC anticipates its
4Q revenue to remain largely unchanged sequentially (in line with our estimate), with a
potential risk of 5% q/q decline due to the full impact of the 3Q25 temporarily suspended rig,
partially offsetting likely higher rig move activities. Further capex for 2025 is guided at
SAR800mn (in line), including the majority of capex for recently announced rig resumptions.
Nonetheless, we expect the top-line to recover notably, growing ~8% y/y to SAR3.7bn
(SAR3.4bnin 2025e) in 2026e, driven by higher active rigs on the reactivation of 5 rigs, improved
utilization, and stable day rates. This, coupled with likely improvement in cost efficiencies driven
by multiple rigs reactivation, the return of one low-margin offshore lease rig, and higher
offshore revenue contribution, should drive EBITDA growth by a lower double-digit percentage
in 2026e with EBITDA margin likely expanding by over ~1ppt y/y to 37.9% by 2026e (35.1% in
3Q25 and 36.9% in 2025e).

Post revision in our estimates and factoring the 5 recall rigs during 1Q26,
we set our target price at SAR107/sh. based on the DCF valuation method (9.0% WACC and 2%
terminal growth) and EV/ EBITDA (8x on 2026e EBITDA), implying 15.5% upside from the current
price. We see as a good buying opportunity at the current level, due to i) a recovery in earnings
in 2026 post resumption of 5 rigs (2 offshore and 3 onshore), ii) a likely margin expansion on
cost efficiencyi, iii) the adsense of any further impairment, iv) strong 2026 e FCF yield (~10% with
~55% FCF conversion rate) and v) a potential recovery in DPS in 2026 (subject to new board’s
approval). In addition, opportunities in conventional and unconventional gas drilling in the
Jafurah gas field (which we are not factoring into our forecasts) and a possible resumption of
the remaining suspended/idle rigs would act as upside risks to our valuation.

The upside risks include higher-than-expected deployment of idle rigs, any further
regional/global expansion, and better-than-expected revision in day rates on renewals. Key
downside risks include global economic slowdown/recession caused by geopolitical issues/high-
interest rate environment, weaker-than-expected oil demand, oversupply in the rig market
leading to a fall in day rates, high dependency on Saudi Aramco, a delay in deployment of
additional rigs, environmental concerns, and a change in the energy mix.

Figure 2: 3Q25 result

SARmn 3Q25 3Q24 y/y % 2Q25 q/q% GIBCest. Variance %
Revenues 835 863 -3.2% 863 -3.1% 808 3.4%
Cost of sales 735 684 7.4% 740 -0.7% 724 1.5%
Gross profit 101 180 -43.8% 123 -18.0% 84 19.6%
Opex 46 36 26.3% 56 -18.4% 51 -10.8%
Operating profit 55 144 -61.5% 67 -17.6% 33 66.1%
Net income (9) 85 NM 8 NM (20) 52.0%
Gross margin 12.1% 20.8% 14.3% 10.4%

Operating margin 6.6% 16.6% 7.8% 4.1%

Net margin -1.1% 9.8% 0.9% -2.4%

Source: Tadawul. GIB Capital
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Financial analysis in charts

Figure 3: ADC’s active rigs trend
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Figure 4: Revenue trend (SARmn)
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Figure 5: Gross profit (SARmn) and margin trend
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Figure 6: EBITDA (SARmn) and EBITDA margin
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Figure 7: Net profit (SARmn) and net margin
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Figure 8: Net debt to EBITDA trend
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Figure 9: Financials

Revenue

revenue y/y

COGS

Gross Profit

Gross Profit margin
G&A

Other expenses / (income)
Operating profit
Operating margin
Finance costs

Net income

Net margin

vy

EPS

DPS

Payout

EBITDA

Net debt

Inventories

Trade Receivables

Other Current Assets

Cash and Equivalents
Total Current Assets
Intangible Assets

Property, Plant & Equipment
Total Non-Current Assets
Total Assets

Current Liabilities
Non-current Liabilities
Equity

Total Equity and Liabilities
BVPS

Cashflow from Operations
Cashflow from Investing
Cashflow from Financing
Total Cashflows

3,619
4%
2,859
760
21%
205
(10)
566
16%
229
321
9%
-47%
3.6
2.7
75%
1,403
2,441

309
780
16
582
1,686
51
8,710
8,848
10,535
1,296
3,301
5,938
10,535
66.7

1,750
(1,864)
(740)
(854)

3,443
-5%
2,936
507
15%
213
(22)
316
9%
217
77
2%
-76%
0.9
0.7
81%
1,270
2,414

317
802
16
505
1,640
54
8,642
8,719
10,359
1,094
3,312
5,953
10,359
66.9

914
(824)
(167)
(77)

3,711
8%
2,988
723
19%
217
(11)
517
14%
192
278
7%
261%
3.1
2.0
64%
1,408
1,987

327
864
16
713
1,922
58
8,248
8,328
10,250
3,100
1,097
6,053
10,250
68.0

1,104

(500)

(396)
209

3,739
1%
2,999
740
20%
218
(11)
533
14%
140
337
9%
21%
3.8
2.8
75%
1,415
1,525

329
819
16
158
1,322
61
7,866
7,950
9,272
1,054
2,082
6,137
9,272
69.0

1,218
(504)
(1,270)
(556)

Source: Company, GIB Capital
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Figure 10: Key ratios

Profitability ratios

RoA 3% 1% 3% 1%

RoE 5% 1% 5% 5%

Sales/Assets 34% 33% 36% 40%

Net margin 8.9% 2.2% 7.5% 9.0%

EBITDA margin 38.8% 36.9% 37.9% 37.8%

Liquidity ratios

Current Assets/ Current Liabilities 13 1.5 0.6 1.3

Debt to Total Equity 50% 49% 45% 27%

Receivable Days 79 85 85 80
Inventory Days 39 39 40 40
Payable days 112 100 99 93
Debt ratios

Net Debt/EBITDA 1.7 1.9 1.4 1.1
Debt/Assets 0.3 0.3 0.3 0.2
Valuation ratios

P/E 25.7 107.0 29.7 24.5
P/B 1.4 1.4 1.4 1.3
EV/EBITDA 8.0 8.9 8.0 8.0
FCF yield -1.1% 4.0% 9.8% 10.5%
Div Yield 2.9% 0.8% 2.2% 3.1%
Source: Company, GIB Capital
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This research report has been prepared by GIB Capital, Riyadh, Saudi Arabia. It has been prepared for the general use
of GIB Capital’s clients and may not be altered, redistributed, retransmitted or disclosed, in whole or in part, or in any
form or manner, without the express written consent of GIB Capital. Receipt and review of this research document
constitute your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or
information contained in this document prior to public disclosure of such information by GIB Capital. The information
contained was obtained from various public sources believed to be reliable, but we do not guarantee its accuracy. GIB
Capital makes no representations or warranties (express or implied) regarding the data and information provided and
GIB Capital does not represent that the information content of this document is complete, or free from any error, not
misleading, or fit for any particular purpose. This research document provides general information only. Neither the
information nor any opinion expressed constitutes an offer or an invitation to make an offer, to buy or sell any securities
or other investment products related to such securities or investments. It is not intended to provide personal
investment advice and it does not take into account the specific investment objectives, financial situation and the
particular needs of any specific person who may receive this document.

Investors should seek financial, legal or tax advice regarding the appropriateness of investing in any securities, other
investment or investment strategies discussed or recommended in this document and should understand that
statements regarding future prospects may not be realized. Investors should note that income from such securities or
other investments, if any, may fluctuate and that the price or value of such securities and investments may rise or fall.
Fluctuations in exchange rates could have adverse effects on the value of or price of, or income derived from, certain
investments. Accordingly, investors may receive back less than originally invested. GIB Capital or its officers (including
research analysts) may have a financial interest in securities of the issuer(s) or related investments, including long or
short positions in securities, warrants, futures, options, derivatives, or other financial instruments. GIB Capital may from
time to time perform investment banking or other services for, solicit investment banking or other business from, any
company mentioned in this research document. GIB Capital and employees, shall not be liable for any direct, indirect
or consequential loss or damages that may arise, directly or indirectly, from any use of the information contained in
this research document. Where the report contains or refers to a recommendation about a specific security or securities
service, please note that it may not be suitable for all recipients. Please note that the achievement of any price target
may be impeded by general market and economic trends and other external factors, or if a company’s profits or
operating performance exceed or fall short of our expectations. The subjectivity in future expectations is complex and
may miss actual or reported numbers.

This research document and any recommendations contained are subject to change without prior notice. GIB Capital
assumes no responsibility to update the information in this research document. This research document is not directed
to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality,
state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law, or
which would subject GIB Capital to any registration or licensing requirement within such jurisdiction

The principal activities of GIB Capital are Dealing, Custody, Managing, Arranging and Advising pursuant to the Capital
Market Authority (“CMA”) License No. 07078-37.

We use a rating system based on potential upside, 1 year from today, based on our valuation models. For “Overweight”
ratings, the estimated upside is >10%, for “Underweight”, the estimated downside is <10%. For returns in between +/-
10%, we have a Neutral rating.

Contact us for queries:

Sell Side Research Department,

GIB Capital,

B1, Granada Business & Residential Park,
Eastern Ring Road, PO Box 89589, Riyadh 11692
www.gibcapital.com
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