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Key themes 

Opening up of the Saudi Arabian stock market to 
FIIs is likely to boost optimism while recent drop in 
oil prices and expected sluggish recovery will weigh 
on investor sentiments. If empirical evidence is to be 
believed, the TASI will climb again prior to the formal 
opening to FIIs. Earnings growth of the 
Petrochemical sector will be impacted because of 
the decline in oil prices. Since Petrochemical sector 
contributes to around a third of the TASI’s earnings, 
the overall earnings growth will likely be low. On the 
other hand, the recently announced countercyclical 
budget for 2015 is expected to boost the non-oil 
sectors. Fundamentally, we believe the consumption 
sectors will see a robust growth in 2015 on the back 
of a strong budget. 

Implications 

We believe defensive sectors such as Healthcare 
and Food will continue to see robust growth in 2015. 
High dividend yields are likely to support the current 
price levels, but a further decline in oil prices is a key 
risk. Among our top picks, we expect Herfy and Al 
Othaim to perform well in the Food and Retail 
sectors. We like SABIC and SAFCO in the 
Petrochemical sector. Among other sectors, our top 
picks are Ma’aden, Shaker and STC.  

Our preferred stocks 

Stock Rating Price Target 

SABIC Overweight SAR106.1 

SAFCO Overweight SAR169.7 

STC Overweight SAR80.0 

Ma’aden Overweight SAR41.1 

Al Othaim Overweight SAR125.2 

Herfy Overweight SAR120.7 

Shaker Overweight   SAR91.0 

 

 

Pritish K. Devassy, CFA  
Senior Research Analyst, Research Department 

Tel  966 11 211 9370, devassyp@alrajhi-capital.com 

Saudi Arabia: Equity Market Outlook 
A transformational year, but mixed sentiments 

2015 is expected to be a year of mixed sentiments for Saudi Arabia. There is 

high optimism among investors as the Kingdom plans to open up its equity 

market to qualified foreign institutional investors (FIIs) for direct ownership, 

while on the other hand, oil prices have dropped significantly and recovery is 

expected to be sluggish. A countercyclical budget for 2015 despite the drop in 

oil prices is likely to boost the non-oil sectors. Favorable demographics and an 

increase in wages will benefit the consumer-oriented sectors, especially the 

Food sector. The Healthcare sector will continue to register high growth as 

companies expand their capacities. The ongoing spending on housing and 

infrastructure will boost the Cement sector, although the labor crisis and the 

high level of clinker inventories are likely to pose impediments. However, if oil 

prices do not recover, the Petrochemical sector can see a decline in earnings as 

its product prices are linked to oil prices. Since the Petrochemical sector 

contributes to around a third of the TASI’s earnings, the overall earnings 

growth in 2015 is likely to be low. High dividend yields are likely to support the 

current price levels but any further decline in oil prices is a key risk. Our top 

picks are: SABIC, SAFCO, STC, Herfy, Al Othaim, Ma’aden and Shaker. 

Year of mixed sentiments: Saudi Arabia is likely to allow foreign investors to 
have direct ownership of stocks in 2015, which has heightened the optimism 
among investors. The TASI jumped ~15% in the weeks following the 
announcement in mid-2014 and if empirical evidence is to be believed, the TASI 
is expected to climb again prior to the formal implementation. However, we feel 
any rally would be largely driven by sentiments rather than fundamentals. 
Meanwhile, the recovery in oil prices is expected to remain sluggish which is 
likely to weigh on investor sentiments. 

Countercyclical fiscal expenditure: Despite the drop in oil prices by ~50% in 
2014, the fiscal expenditure for 2015 has been budgeted at SAR860bn, the 
highest-ever for the Kingdom. This shows the Saudi government’s intentions to 
continue investments for diversifying its economy. The large budget comes at a 
time when the overall growth has slowed down in Saudi Arabia as well as in 
many other countries. Therefore, we believe the move is countercyclical and is 
expected to boost the non-oil sectors. 

Outlook for non-oil sectors: Defensive sectors such as Healthcare and Food 
will witness healthy growth in 2015. Hospitals are expected to announce more 
expansion programs to their already rapidly increasing capacities. We do not 
expect a quick turnaround in the Cement sector because of the huge existing 
inventories, restricted gas allocation issues, labor issues in construction etc. We 
are Neutral on the Retail sector given its slowing same store sales growth and 
high valuation multiples. Net interest income of banks would benefit if the US 
Fed hikes its rates, while non-interest income would see mixed impact from 
lower consumer loan fees and higher brokerage fees in 2015. 

Outlook for Petrochemical sector: The Petrochemical sector is expected to see 
a decline in earnings on account of sluggish oil prices and demand slowdown in 
key economies. Since the Petrochemical sector contributes to around a third of 
TASI’s earnings (and ~20% of TASI Index) the overall earnings growth of the 
Saudi market is likely to be low. The sector’s cyclical nature makes it wise to 
invest during troughs; however, we expect a sluggish recovery for oil prices and 
thereby, for the Petrochemical sector. However, we believe this is one of the 
most attractive entry points for a long-term investor. 

Conclusion and top picks: Overall, 2015 is expected to be a year of mixed 
sentiments for Saudi Arabia. The countercyclical fiscal expenditure and high 
dividend yields are likely to support current price levels but further decline in oil 
prices remains the key risk. Among the companies, our top picks are SABIC, 
SAFCO, STC, Herfy, Al Othaim, Ma’aden and Shaker.  

http://www.efa.biz/
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Investment themes  
A transformational year, but mixed sentiments 
Opening up of the equity market likely to improve sentiment  

The Capital Market Authority (CMA) has decided to open up the Kingdom’s equity market in 

H1 2015. The Saudi equity market, with a capitalization of ~US$520bn, is not only the largest 

market in the MENA region, but also one of the largest among the emerging markets. We 

believe the opening up of the Saudi capital market would be a significant step in the evolution 

of the Kingdom’s economy. Over a period of time, the move could lead to improved 

institutional participation, transparency & better disclosure practices and access to long-term 

capital. In addition, this will possibly lower the implied risk premium for the market, leading 

to a lower cost of equity and thereby re-rating of valuation multiples. A more attractive 

capital market is expected to encourage listing of more privately held companies, thereby 

increasing the depth and breadth of the market over the long-term, making it more attractive 

for both domestic and foreign investors.  

To remind investors, the TASI jumped ~15% in the weeks following the opening up 

announcement. If empirical evidence is to be believed, the TASI may move up prior to the 

implementation, but we believe this will not be warranted by fundamentals. Of late, we have 

seen a sharp increase in the price indices in China, when foreign investors were allowed to 

invest through the Hong Kong-Shanghai exchange. The Shanghai Composite Index rose 10% 

in the three months preceding the event, and surged another 21% after the opening up of the 

market on November 17, 2014. Similarly, a surge was witnessed in the respective indices of 

Qatar and Dubai after the announcement on their inclusion in the MSCI Emerging Markets 

Index. Both the markets moved significantly higher following the announcement, but 

corrected sharply after their actual inclusion in the index.  

   Figure 1  TASI performance over the past few months  
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   Source: Bloomberg, Al Rajhi Capital 

A countercyclical 2015 budget 

Saudi Arabia announced its expected fiscal revenue and expenditure for 2015. The Saudi 

government estimates revenue of SAR715bn for 2015 and the expenditure has been budgeted 

at SAR860bn, a marginal increase as compared to SAR855bn in 2014. Although this marks 

the slowest increase in spending in a decade, we believe this is a positive development for the 

market as this is a countercyclical stance. Maintaining such high expenditure despite the 

steep fall in oil prices, the government has signaled its commitment to spend on developing 

the non-oil sector in a bid to diversify the economy. The assurance comes at a time when the 

global markets are witnessing high volatility coupled with fears of slowdown in earnings. 

Also, the government has spent 25% more, on an average, than its budgeted amount in the 

If empirical evidence is to be 
believed, opening of equity 
market to FIIs will improve 
market sentiments prior to the 
implementation 

Despite steep fall in oil prices 
the decision to maintain a high 
budget for 2015 amidst 
slowing growth is a counter 
cyclical move 
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past. The continued high spending will remain the major driver of non-oil GDP growth and 

earnings of listed companies in 2015, which has been slowing down.  

Even if the drop in oil prices continue, we believe that the government can sustain the current 

levels of expenditure even as budget turns into a deficit for longer periods considering the 

Kingdom’s negligible public debt-GDP ratio and large government reserves built up over the 

years. In the medium term, the government’s focus is likely to remain on building physical 

and social infrastructure and enhancing employment opportunities for citizens. 

Undeniable long-term story in Saudi Arabia 

The government has announced a host of policies and has partly implemented some of them. 

For example, the government has been rigorously implementing the Nitaqat law in order to 

reduce unemployment among Saudi citizens. The Ministry of Labor has recently added nine 

more job categories to the Saudization program, bringing a total of 58 domains under the 

regulation. Further, the ministry is considering to raise the minimum wage for Saudi 

nationals to SAR5,300 as compared to the current SAR3,000 a month (and for expats to 

SAR2,500 from SAR600). The ministry plans to implement the wage hike in 2015 along with 

the third phase of the Nitaqat program. Similarly, the government plans to eventually put 

Saudi nationals under the mandatory health insurance cover. Further, the Construction 

sector will be boosted by the government’s focus on developing the social and physical 

infrastructure.  

Moreover, Saudi Arabia not only has one of the largest oil reserves in the world, but also has 

the highest population (over 28mn) in the Gulf. The majority of this population is below the 

age of 25, and nearly one-third is below the age of 14, making the country one of the youngest 

and fastest growing consumer bases. With such a large portion of young population, the 

expected addition to the labor force in the coming years is large, which will boost the 

economic productivity in the country.  

Saudi Arabia has advantages of a pegged currency and modest inflation as compared to other 

emerging markets, though it is also prone to oil price fluctuations and regional geopolitical 

instability. The Kingdom is one of the fastest growing economies among emerging economies 

and the GCC region. According to IMF’s October forecast, the Saudi economy is expected to 

grow at 4.5% in 2015, as compared to 2014’s expected growth of 4.6%. However, we believe 

given the recent plunge in oil prices, these estimates could be revised lower.  

Sector Outlook Summary   
Since Saudi Arabia generates around ~90% of its revenues from oil exports, the declining oil 

prices has an adverse impact on its revenues. However, the government dispelled fears by 

announcing a fiscal expenditure plan of SAR860bn. We do not expect any major spending 

cuts in the coming years as well since the Kingdom is virtually debt-free, and has strong 

reserves of ~US$750bn. Further, on the basis of its solid fiscal structure, the Kingdom can 

borrow from the debt markets, if needed.  

Petrochemical sector to be affected by weak oil price 
environment 

The revenue and earnings growth of petrochemical stocks will steadily decline on a y-o-y 

basis, if oil prices do not stage a recovery. The average petrochemical prices have contracted 

in the range of 20-40% since attaining the 2014 highs versus a ~50% drop in crude oil prices. 

Since Saudi producers use a combination of fixed cost ethane and discounted naphtha as 

feedstock, weakness in petrochemical prices will have a significant impact on their profit 

margins. We believe some companies may opt for maintenance shutdowns in order to avoid 

operating at lower margins.  

Given the volatile crude prices, we are conservative on the Petrochemical sector over the 

near-term. We remain Neutral on the sector and would like to wait for crude prices to find a 

new base and stabilize before revising our stand. Having said that, the Petrochemical sector is 

definitely a long-term play since Saudi producers enjoy competitive advantages over their 

Structurally the long term story 
remains sound for Saudi 
Arabia 

If oil prices do not recover, 
Petrochemical sector is likely 
to be negatively impacted 
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global peers. These stocks can be seen as dividend plays over the near-term since many of 

them have attractive dividend yields at the current price levels (see Figure 19 pg. 19). 

Consumption-driven sectors to be bolstered by rising incomes 

Increased government spending and rising employment will continue to boost disposable 

income, helping the consumption-driven sectors. We believe the Food and Healthcare sectors 

will see robust growth given their defensive nature and resilience to uncertainties in oil prices 

as seen in the past. The Healthcare sector will continue to remain one of the priority sectors 

for the government and private hospitals will rapidly scale up their capacities. However, we 

think the performance of the Retail sector will slow down slightly given the sluggish same-

store sales growth and high valuation multiples. The Telecom sector is expected to continue 

facing low growth issues due to intense competition and saturation in market subscribers. 

However, the sector will continue to be an attractive dividend play in 2015. The issues around 

Mobily and Zain KSA have impacted the share price of STC as well. We think this is 

unjustified given that the company has been gaining strength over the past few quarters. We 

favour STC as one of the top picks for 2015.  

   Figure 2  Resilience of Food and Retail sectors in the past 
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   Source: Bloomberg, Al Rajhi Capital 

Cyclical sectors 

The fortunes of the Cement and Construction sectors depend on the pace of recovery in the 

labor market. We do not expect any quick turnaround in the Cement sector because of the 

huge existing inventories (five months of annual production) along with the government’s 

restricted gas allocation issues. We are currently Neutral on the Cement sector over the near-

term, which is otherwise a fundamentally strong story in the long-term. The Cement sector 

remains an attractive dividend play, especially at the current price levels. 

Our company picks  
Our top picks in the Petrochemical sector are SABIC (strong balance sheet, healthy 

operations and diversified product base) and SAFCO (strong urea demand and the 

impending commencement of the SAFCO-V unit in 2015). We prefer Yanbu Cement (healthy 

operations and close proximity to high-demand areas), Saudi Cement (strong growth 

potential), and Yamama Cement (strategic location) in the Cement sector. We also prefer 

Herfy in the Food sector as it has aggressively rolled out new restaurants in 2014 and is 

expected to continue in 2015. We like Al Othaim in the Retail sector as the food retailer will 

be comparatively less impacted by any slowdown in the economy. Our top pick among other 

sectors are STC (strong FCF generation and dividends), Shaker (strong recovery in 2015) and 

Ma’aden (immense long-term potential).  

Countercyclical fiscal 
expenditure to drive 
investment for non-oil sectors 

Cyclical sectors such as 
Cement and construction will 
benefit once the near term 
issues are sorted 

Our top picks are SABIC, 
SAFCO, STC, Shaker, Herfy, 
Al Othaim and Ma’aden.   



   

 
    
    

    

 

   
Disclosures Please refer to the important disclosures at the back of this report.  6 

Risks  

Dependence on oil 

The Saudi economy is still largely reliant on oil prices, despite the ongoing economic 

diversification away from oil. Oil revenues constituted 90% of the overall government 

revenues in 2013. The private non-oil sector constituted 35% of GDP in 2014. This 

contribution will be much lower if we do not consider those sectors that are dependent on the 

government’s subsidized gas and the export-oriented sectors that are reliant on oil. Most 

importantly, the product prices of the Petrochemical sector (which contributes to around a 

third of TASI’s earnings and market cap) are linked to oil. Thus, the TASI may witness only a 

slow recovery if oil prices do not recover. Or worse, if oil prices drop further, it is likely to be 

negative for Saudi Arabia.   

Uneven economic growth may lead to a muted demand scenario   

Although the US, the UK and India are showing healthy economic growth, the Eurozone, 

China, Japan and other emerging economies continue to struggle with low consumption and 

subdued demand growth. The deterioration in Saudi Arabia’s key markets would hurt 

exports, thus impacting the economy.  

High valuation multiples 

The market PE forward multiples despite the recent drop in the TASI, are at ~12x, slightly 

higher as compared to the multiple for the MSCI Emerging Market Index. This 12x PE is 

probably understated given that the market is yet incorporate the expected decline in the 

earnings for the Petrochemicals sector, which contributes around a third to the total 

earnings. Moreover, overall growth has slowed down and margins have declined in the last 

few quarters. Further, it is important to note that when oil prices were US$100+, the Saudi 

market’s forward earnings multiples were only around 10-11x.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The key risks are further fall in 
oil prices, global recession and 
slightly higher valuation 
multiples relative to emerging 
markets 
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   Figure 3  Snapshot of the companies under our coverage 

Covered companies CMP 

(SAR)

Target 

Price 

(SAR)

Upside Rating Key themes

Petrochemicals

SABIC 88.8 106.1 19% OW
SABIC is our top pick in the petrochem space as the company has a strong balance sheet, diversified 

product portfolio, healthy operations and has presence across geographies.

SAFCO 147.7 169.7 15% OW We are positive on SAFCO due to strong urea demand and impending commencement of SAFCO-V 

unit.
Sipchem 28.1 28.8 2% N

Operational stability and slower-than-expected ramp-up at its Phase-III units remains Sipchem's near-

term concerns along with the dip in product prices.

NIC 27.0 28.3 5% N
NIC to face headwinds on account of low product prices in Petrochemical and TiO2 segments although 

new projects will offer some respite.

Yansab 50.4 52.6 4% N
As a producer of basic olefin/polyolefins, to be hit by a sharp decline in product prices. Also, long 

maintenance shutdowns announced (Q2 2015). No capex plans. Handsome dividend yield.

Advanced Petrochemical Co 44.2 47.1 7% N
APC is dependent on a single product for revenues and ongoing sluggishness in product prices will hurt 

its performance. Also, a sudden shutdown will strongly augment the negative impact.

Sahara Petrochemical Co 16.4 17.2 5% N Operational stability at Al Waha is SPC's near-term concern along with the declining product prices.

Cement

Arabian Cement 82.2 81.0 -1% N Demand from Jordan to act as a key driver for the growth of the company

Yamama Cement 50.0 59.4 19% OW
Growth prospects due to strategic location. The company will benefit from a strong pipeline of 

infrastructure projects in the region.

Saudi Cement 101.6 117.0 15% OW High clinker inventory and capacity utilization levels supported by revival of demand to drive the growth.

Qassim Cement 94.5 96.2 2% N
A close proximity to high growth areas and high capacity utilization rates will bolster earnings 

performance.

Yanbu Cement 65.5 83.3 27% OW
Strategic location close to high demand areas and source of raw material holds key for driving the growth 

of the company.

Southern Province Cement 109.6 120.0 10% N
Capacity  expansion plans, demand recovery and its strategic location will help SPCC post decent 

earnings performance.  

Telecoms

Saudi Telecom 70.3 80.0 14% OW
STC is our top pick in the sector. We like the company for its strong cash flow generation, possibility of 

increase in dividends and backbone infrastructure.

Etihad Etisalat (EEC) 48.5 51.0 5% N
Mobily, much like the other telecom players, is seeing weakening core business. Post its accounting 

restatements and arbitration with ZainKSA the company has lost investor confidence, in our view.

Zain KSA 6.9 UR - UR
ZainKSA is more of a trading idea than a pick based on fundamentals. We think there is a long way to go 

before the company breaks even.

Food

Almarai 80.1 79.9 0% N
Core business will continue to drive top line growth. The poultry segment is expected to breakeven in mid-

2015, which should boost the bottom line. 

Savola 82.3 81.3 -1% N
Savola will benefit from new sugar capacity, which came online in 2014. Low food prices may put 

pressure the top-line, though margins will remain strong. Sale of investments can provide an upside.

Herfy 104.3 120.7 16% OW
The top pick in the food sector. Rapid restaurant additions will drive growth over the medium-term. 

Improving disposable income and move towards western dietary habits will benefit Herfy. 

Saudi Catering 190.0 194.0 2% N
SACC should benefit from growing Saudia fleet size, and foreign airlines flying domestic routes. 

However, a risk of a slowdown in the global economy poses a threat to the company's performance.

Retail

Jarir 192.4 195.5 2% N
The company has witnessed a slowdown in same store sales, and missed expansion target for 2014. 

Growth will be dependent on new store additions as well as new product launches.

Alhokair 104.2 106.6 2% N
Al Hokair has been growing rapidly on the back of new acquisitions. However, the company's NPM fell 

sharply in the latest quarter (Q2 FY15) due to increase in SG&A and interest expenses.

Alothaim 112.2 125.2 12% OW
The food retailer should be comparatively less impacted by any potential slowdown in the Saudi 

economy. The company is expanding and also witnessing healthy growth at its existing stores.

Extra 86.6 92.5 7% N

Extra 2014 profit is expected to drop after the government shut its stores during its Mega Sale event in 

Q4 2014. As a result of the low base of 2014, profit is expected to surge in 2015. However, with 

increasing risks to the company (slow sales/regulatory), we have a Neutral rating on Extra. 

Healthcare

Dallah Health 130.9 UR - UR
Dallah is expanding rapidly with its long pipeline of expansions. Stock performance will mainly depend on 

its execution .

Mouwasat 133.3 142.0 7% N
Mouwasat benefits from stable financials, good growth and cheap valuations. Its entry to Riyadh will 

ensure strong growth for 2015.

National Medical Care Co. 58.9 68.0 15% OW
NMCC looks attractive post the recent decline in its prices. We think the company has execution risks 

and slower expansion plans compared to the rest of the players.

Al Hammadi 89.9 86.0 -4% N
Al Hammadi is one of the fastest growing companies in the sector. Future expansions and smooth 

execution of its new hospitals is key to its performance.  
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Covered companies CMP 

(SAR)

Target 

Price 

(SAR)

Upside Rating Key themes

Industrials

Ma'aden 33.0 41.1 24% OW
Healthy operations at its DAP plant and gold are key positives. Long-term value play as aluminum plant 

and Waad Al Shamal come online in 2015 and 2017 respectively. Huge debt a key concern.

Saudi Ceramic 111.9 120.0 7% N Revival in construction activity should benefit Saudi Ceramic. 

Shaker 66.7 91.0 36% OW
As construction activity revives in the Kingdom, demand for AC will also grow. Growth is likely to be 

strong due to the low base of 2014 (adjusted for one-off income). 

Astra 34.5 34.4 0% N
Falling steel prices and continued slow operations at Al Inmaa are key concerns. However, the pharma 

sector will be relatively resilient to economic slowdown. Lowered revenue and earnings estimates.

Rating legend: OW - Overweight, N - Neutral, UW - Underweight, UR - Under Review  
   Source: Bloomberg, Al Rajhi Capital Notes: 1) CMP - Closing price as of 28

th
 December 2014. 2) The above table is for quick reference. For details, refer the sector review /company profiles part of 

the report. 
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Global economy and markets 

Uneven and feeble performance in 2014 

Mediocre global growth 

Given the modest growth in developed economies and stabilization of growth in emerging 

economies, the global economy seems to be mired in mediocre growth. The growth has been 

stagnant in the Eurozone, and showed only marginal signs of improvement in Q3 2014. The 

confidence within the 18-nation region remains low, partially due to increased tensions with 

Russia. Meanwhile, Japan continued to struggle in the aftermath of the April sales tax hike, 

with the Q3 real GDP data showing an unexpected 1.3% contraction. Moreover, the signs of 

persistent stagnation led the Japanese government to announce an 18-month delay (from 

October 2015 to April 2017) in its plans to carry out a second sales tax hike, while calling for 

snap elections in December to bolster its policy agenda and reform drive. In contrast, the Q3 

GDP data in US confirmed a broad-based pick-up in demand, while further improvements in 

labor market conditions and declining energy costs indicate rising consumer spending. The 

improving underlying fundamentals of the US economy should help withstand the slowdown 

internationally, as well as the disinflationary trends that are becoming apparent across the 

globe.  

 

The growth of major emerging economies decelerated this year, amidst weak external 

demand, escalated geopolitical tensions and policy uncertainties, leading to softer domestic 

demand and weaker investment growth. In China, the stimulus measures and rising exports 

are expected to bring growth close to but below the government’s target of 7.5% for 2014. The 

Brazilian economy slipped into technical recession in the first half of 2014, with growing 

fiscal imbalances and above-target inflation accentuating the loss of business and consumer 

confidence. Russia’s economy is expected to weaken further, despite the stronger-than-

expected growth in Q2 and Q3, amid western sanctions, low oil prices, declining currency and 

capital outflows putting upward pressure on borrowing costs. In South Africa, the economy 

has been held back by mining strikes earlier in 2014, which should gradually recover in 2015. 

In contrast, the growth has picked up in India, with a reform-minded government boosting 

investor sentiment and inflation declining.   

    Figure 4  Historical GDP growth  
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   Source: IMF, Al Rajhi Capital (Forecast data has been used for India Q3 2014)  

 

 

 

 

 

 

The global economy seems to 
be settling in a new normal 
with mediocre growth 

China looks headed for its 
slowest growth since 1990 
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Recent economic data shows further divergence  

The uneven economic recovery will continue in 2015 despite the setbacks. The headline jobs 

number appears to show significant progress in the US as the economy added over 200,000 

jobs in each of the last ten months with the unemployment rate at a multi-year low, whereas 

the PMI manufacturing averaged 55.6. The PMI non-manufacturing has also averaged 

around 56.0 over the same period. The housing market data regained traction and remained 

on track of improvement. Sentiment indicators have rebounded from their lows in March. 

However, an entirely opposite trend is visible in other parts of the world. The average 

manufacturing PMI in the euro area and China were just above the 50-mark in the last few 

months, whereas it has been relatively strong in the US and UK. Exports from the emerging 

economies have softened due to the slow recovery in the developed countries.  

 

Expect continued dissonance among policy makers in 2015 

The global monetary policy remains accommodative to revive growth and inflation prospects 

aimed at offsetting the dampening effect of the government’s fiscal policies on growth. The 

latest downward reassessment of economic and inflation conditions internationally 

reinforced the slide in interest rates by the central banks of China, Poland, Chile, South Korea 

and Sweden. In contrast, the US Fed is projected to raise its short-term interest rates around 

mid to late 2015; however, they are unlikely to return to the pre-crisis levels anytime soon. 

Further, the Bank of Canada and Bank of England are also expected to hike rates since their 

economies have started showing signs of revival lately. Meanwhile, the ECB appears to be 

replicating the US Fed’s strategy, as it began buying covered bonds at the same time, when 

the US Fed announced its decision to halt its six-year old QE program.  

 

Market expects moderate growth in 2014 

Given the uneven pace of recovery from the global financial crisis, major international 

organizations have predicted moderate to slow growth in 2014. The weaker-than-expected 

growth outlook for 2014 reflects the setbacks to economic activity in many advanced 

economies, and a less optimistic outlook for several emerging economies. The International 

Monetary Fund (IMF) expects global growth to be 3.8% in 2015 as compared to an estimated 

growth of 3.3% in 2014.   

 

 

 

   Figure 5  Market expectations for growth over the next few quarters 

 
Country Q4 13 Q1 14 Q2 14 Q3 14 Q4 14F Q1 15F Q2 15F Q3 15F Q4 15F

United States 3.5 -2.1 4.6 5.0 2.5 2.8 2.8 2.8 2.9

Euro Area 0.4 1.1 0.8 0.8 0.7 0.7 1.0 1.2 1.4

Japan -1.5 5.8 -6.7 -1.9 2.8 1.8 1.6 1.4 1.3

United Kingdom 2.4 2.4 2.6 2.6 3.0 2.9 2.7 2.6 2.5

Brazil 2.2 1.9 -0.9 -0.2 -0.1 0.1 0.9 1.0 1.0

China 7.7 7.4 7.5 7.3 7.2 7.3 7.0 7.0 6.9

India 4.6 4.6 5.7 5.3 5.2 5.6 5.8 6.1 6.4

Russia 2.0 0.9 0.8 0.7 -0.3 -1.2 -2.2 -2.6 -2.7

South Africa 2.9 1.9 1.3 1.4 1.0 2.0 2.4 2.7 2.7  
   Source: Bloomberg, Al Rajhi Capital 

 

 

 

US bucking a trend of weaker 
growth across Eurozone, 
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3.3% in 2014 to 3.8% in 2015  
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GCC (ex-KSA) economy and markets 
Rising government spending 

The economic growth in the GCC region is expected to remain steady despite the declining 

crude prices, on the strength of public infrastructure spending and private sector credit 

expansion. According to the IMF estimates, GCC countries will record a growth of 4.5% in 

2014 and 2015. The non-oil sector is expected to maintain its growth at around 6% in 2014 

and 2015. Qatar again tops the list with an estimated 11.8% growth in the non-oil sector, 

followed by Oman at 6.5%. The real GDP growth is estimated to be the lowest in Kuwait at a 

mere 1.4% for 2014, mainly due to a sharp decline in the oil sector. Rising government capital 

expenditure and public sector salaries, along with credit expansion, are supporting domestic 

consumption and investment. Public infrastructure mega projects, especially in Qatar, Saudi 

Arabia and the UAE, are expected to continue fueling rapid expansions in tourism, transport, 

construction, and wholesale/retail trade. 

The year 2015 will be driven by non-oil sectors and supported by increased government 

spending & private sector credit expansion. The IMF projects the growth in the non-oil sector 

to accelerate from an estimated 4.2% in 2014 to 4.6% in 2015. We believe the growth 

expectations can change significantly considering the current oil price environment, which 

may put pressure on the government’s infrastructure spending. 

   Figure 6  Growth expectation in the GCC 

 

Country 2007-11 2012 2013 2014F 2015F

Bahrain 4.7 3.4 5.3 3.9 2.9

Kuwait 1.8 8.3 -0.4 1.4 1.8

Oman 5.5 5.8 4.8 3.4 3.4

Qatar 15.5 6.1 6.5 6.5 7.7

Saudi Arabia 6.5 5.8 4.0 4.6 4.5

United Arab Emirates 1.5 4.7 5.2 4.3 4.5

GCC 5.6 5.8 4.1 4.4 4.6  
   Source: IMF, Al Rajhi Capital 

 

The IMF raised concerns over the deteriorating fiscal balances across GCC countries, urging 

them to address these risks. According to the IMF report, GCC countries may see their 

current-account surplus decline by US$175bn in 2015 if oil prices hover around US$80 a 

barrel. Moreover, the fiscal balances are projected to get worse in Saudi Arabia, Oman and 

Bahrain in 2015, if their fiscal policies do not cope with the declining crude prices.   

 

 

   Figure 7  Government expenditure as percent of GDP is expected to rise in 2015  

 

Country 2007-11 2012 2013 2014F 2015F

Bahrain 25.7 29.6 28.6 31.5 31.5

Kuwait 39.3 38.8 41.4 44.8 46.8

Oman 37.9 46.7 44.8 48.1 49.6

Qatar 28.2 30.9 31.1 31.5 30.6

United Arab Emirates 28.4 27.3 28.1 27 26.3

Saudi Arabia 34.5 35.5 37.8 40 41.6  
   Source: IMF, Al Rajhi Capital 

 

Even in the best case scenario when oil prices were at their 2014 peak (~US$115), the IMF 

predicts fiscal balances to still deteriorate if the region’s policies do not change. Given the 

current policies and the absence of rapid and sustained oil price hikes, the medium term non-

oil GDP growth can only be supported at the cost of unsustainable fiscal positions. The 

existing model (extracting oil, saving part of it in a sovereign wealth fund, and investing 

majorly in infrastructure) will not be able to generate enough jobs to absorb the growing 

population into the workforce. Hence, in order to achieve sustainable growth, the GCC 

Non-oil sector is driving the 
growth in the GCC region 

The non-oil sector is expected 
to accelerate in 2014  

Fiscal balances will get 
impacted owing to declining 
oil prices 

GCC needs to project fiscal 
discipline  
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economies need to diversify their non-oil tradable sector toward high value-added sectors 

with large spillovers and productivity gains. 

   Figure 8   Benign inflation environment     Figure 9   Credit growth steadily rising  
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   Source: IMF, Al Rajhi Capital    Source: IMF, Al Rajhi Capital 

Region is exposed to risks 

Although the region’s growth outlook remains positive, there is an inherent risk in the 

economy as it is overwhelmingly dependent on crude oil. The sharp rise in government 

expenditure, which has been driven almost entirely by income from the export of 

hydrocarbons, has increased the risks in the system. The non-oil fiscal deficit as percent of 

non-oil GDP has jumped sharply in recent years, reflecting the increased government 

dependence on oil revenue. At the same time, the fiscal breakeven oil price has also increased 

sharply, which means the government needs higher global oil prices in order to balance its 

budget.  

According to the IMF estimates, the breakeven oil price is expected to rise in 2015 for all 

countries as the production is likely to be slightly lower and government expenditure is 

expected to be higher.  

 

   Figure 10  Rising non-oil fiscal deficit and fiscal breakeven oil price remain the main risks 

 

Country 2007–11 2012 2013 2014F 2015F 2012 2013 2014F 2015F

Bahrain -28.4 -35 -34.6 -35 -34.2 119.4 125.3 125.4 127.1

Kuwait -65.3 -85.6 -81.7 -82.5 -76.7 49.0 50.5 54.2 54.0

Oman -56.3 -88.8 -78.9 -81.9 -77.1 79.8 83.9 99.0 102.6

Qatar -28.7 -35.8 -23.1 -24.4 -22.9 69.2 44.5 54.8 60.0

Saudi Arabia -49.5 -53.7 -53.2 -55.1 -55.2 77.9 89.0 97.5 106.0

United Arab Emirates -30.6 -33.1 -33.9 -29.8 -27.3 77.6 83.7 79.3 77.3

Non-oil fiscal balances as a % of non-oil GDP Fiscal break-even oil price (US$/barrel)

 
   Source: IMF regional outlook, Al Rajhi Capital 

The scenario of higher government spending in the weak oil price environment will put 

significant pressure on economies in the region, especially where the breakeven point is close 

to the current oil prices. The regional economies could probably sustain the spending over 

the short to medium-term given the decent overall budget surplus and large foreign reserves. 

However, this poses the single biggest risk to the regional growth outlook, especially in a 

scenario where global oil supply is increasing. At present, the Brent price is below the level 

needed to balance the budget in Bahrain, Oman, Saudi Arabia and the UAE. Elsewhere, Brent 

spot price is above the breakeven oil prices in Kuwait and Qatar. Any further decline in Brent 

price would significantly dent the account balance of the GCC countries, especially the 

countries having high fiscal breakeven prices.  

A sustained decline in oil prices 
poses a major risk to the 
outlook 



   

 
    
    

    

 

   
Disclosures Please refer to the important disclosures at the back of this report.  13 

Gulf markets deliver a mixed performance in 2014 

Falling oil prices coupled with the downward revision in GDP growth forecasts of MENA by 

the IMF sparked a sell-off across the GCC markets. Share prices in GCC markets dropped, 

with investors spooked over global growth fears. For 2014, among the gulf markets Qatar 

gained the most by 18.4% followed by Bahrain at 14.2%. Kuwait was the worst performing 

GCC market with 13.4% decline in 2014, followed by Oman which declined by 7.2% 

   Figure 11  UAE markets have outperformed their regional peers by huge margin 
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   Source: Bloomberg, Al Rajhi Capital 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Regional equity markets reacted 

to feeble global economic 

outlook and declining oil 

prices     



   

 
    
    

    

 

   
Disclosures Please refer to the important disclosures at the back of this report.  14 

Saudi Economic Outlook  
Well placed to endure slipping oil prices 

Robust performance of private sector 

According to the IMF, Saudi Arabia's economy is likely to grow by 4.6% in 2014, more than 

previously estimated mainly due to a robust performance of the private sector. Although 

lower oil prices will impact the GDP growth in 2015, sustained levels of oil output coupled 

with a strong performance by the non-oil private sector, will help the Kingdom’s GDP grow at 

4.5%, according to the IMF World Economic Outlook report. 

Large-scale infrastructure projects and housing spending will continue to support the growth 

of the private sector. For 2015 the Kingdom has announced that it will maintain its oil 

production around current levels despite rising global supply and falling crude prices. 

According to OPEC, the Kingdom’s oil production averaged 9.769mbpd in Q3 2014, 

9.715mbpd in Q2 2014 and 9.723mbpd in Q1 2014 as compared to 9.637mbpd in 2013. 

   Figure 12  Recent growth trend in Saudi Arabia  

Q1-13 Q2-13 Q3-13 Q4-13 Q1-14 Q2-14

Oil Sector -3.7 -6.5 2.1 4.1 6.1 2.5

Non- Oil  Sector 6.0 6.5 3.5 5.5 4.5 4.2

      Private Sector 5.9 6.1 5.7 6.2 4.6 4.7

      Govt. Sector 6.5 7.6 -2.6 3.7 4.2 2.6

Real GDP 3.8 3.8 3.2 5.0 5.1 3.8  
   Source: CDSI, Al Rajhi Capital 

 

   Figure 13  Saudi Arabia’s foreign asset reserves vs. Brent 
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   Source: OPEC, Bloomberg, Al Rajhi Capital 

 

 

 

 

 

 

Growth has been decent in the 
non-oil sector as well as the oil 
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   Figure 14  Kingdom’s crude oil production v/s oil prices 
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   Source: OPEC, Bloomberg, Al Rajhi Capital 

 

Free falling oil prices 

Brent crude is down by about 50% since the 2014 peak due to a surge in shale oil, which lifted 

the US oil production to a 28-year high with no slowdown signs in its drilling programs. The 

market also became oversupplied on account of resumption of supplies from Libya and Iraq 

due to the improving geopolitical conditions. This was further exacerbated by the feeble 

economic prospects in Europe and China. These factors resulted in Brent crude declining to 

its lowest level in five years (below US$60 per barrel). The oil market scenario suggests that 

OPEC needs to reduce its current ceiling by at least 1mbpd in order to balance the supply and 

demand fundamentals. However, OPEC refrained from that and kept its production target of 

30mbpd of crude oil steady at its six-monthly meeting in late November. Given the strained 

fiscal position of many smaller producers of OPEC, especially Libya, Iraq, and Iran, Saudi 

Arabia would have to bear the responsibility for much of the cut. Hence, in contrast to the 

long-held belief that Saudi Arabia would intervene to support declining prices, the region’s 

largest exporter resisted that it would not unilaterally take on the burden of balancing 

markets. With the support of its geopolitical allies, Saudi Arabia resisted any cut in OPEC 

output at its recent meeting in order to maintain the exporting group’s market share in a 

competition with non-OPEC producers. 

Fiscal expenditure maintained in 2015 despite the plunge in 
crude oil price 

The Saudi government recently announced the 2015 state budget. Despite the fall in oil 

prices, the Kingdom has increased its planned expenditure from SAR855bn (estimated to 

reach SAR1.1trn) in 2014 to SAR860bn in 2015 (+0.6%). Though this is the slowest increase 

in spending in a decade, the news is still reassuring for the market, which feared sharp 

spending cuts. Revenue for 2015 is projected to decline to SAR715bn from around SAR1trn in 

2014.  As a result, Saudi Arabia expects a budget deficit of SAR145bn, compared to balanced 

budget in 2014 (now expected to reach a deficit of SAR54bn).  

However, the deficit is not likely to pinch the Kingdom which has reserves worth US$750bn. 

The government deposits at SAMA have increased to ~60% of the GDP, while the Kingdom’s 

ultra-low debt levels would allow it to borrow if required. This effectively means that the 

government can continue to spend to develop the non-oil sector to ensure long-term 

economic stability by diversifying the economy.  

We would like to point out that the Saudi government generally exceeds its budgeted 

expenditure by quite a margin (SAR1.1tn in 2014 compared to a budget of SAR855bn). Thus, 

the risk still remains that the government may be more prudent in its expenditure this year, 

and reduces its spending over 2014’s actual expenditure (SAR1.1tn).  

The government announced a 
high budget despite the fall in 
crude oil prices 
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    Figure 15  Steady rise in government expenditure despite volatile 
earnings 

   Figure 16   Proportion of government final consumption 
expenditure had more or less remained the same over the years 
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Key themes 

With 2014 coming to an end, we take a look at the 
prospects and challenges that 2015 offers. 
Depressed crude prices and sluggish economic 
scenario are expected to weigh on petrochemical 
demand, exerting downward pressure on the 
earnings and margins of Saudi companies. 
However, the sector’s long-term growth prospects 
remain solid on the back of ongoing investments and 
the government support. 

Implications 

We downgrade all the stocks under our coverage to 
Neutral, except SABIC and SAFCO. We like SABIC 
due to its healthy cash position, global presence and 
diversified product base and SAFCO on account of 
the potential commencement of SAFCO-V and 
stable urea prices. Saudi petrochemical companies 
remain attractive dividend plays at the current levels. 
However for a long term investor current levels 
suggest an excellent entry point into the sector. 

What do we think? 

Stock Rating Price Target 

SABIC Overweight             SAR106.1 

SAFCO Overweight SAR169.7 

Sipchem Neutral SAR28.8 

NIC Neutral SAR28.3 

Yansab Neutral SAR52.6 

APC Neutral SAR47.1 

SPC Neutral SAR17.2 

Research Department 
ARC Research Team 

Tel  966 11 211 9370, devassyp@alrajhi-capital.com 

Saudi Petrochemical Sector 
Attractive long-term prospects  

The benign economic environment and elevated product prices, especially in 

H1 2014, helped Saudi petrochemical companies post healthy earnings growth 

for 9M 2014 (+15.8% y-o-y). However, the rising crude production in the US 

and the war-torn Iraq and Libya coupled with OPEC’s reluctance to cut 

production levels have created a supply glut in the global market, resulting in 

oil prices sliding to sub-US$60. This coupled with muted demand in key 

markets has negatively impacted the petrochemical product prices. With crude 

oversupply expected to persist and key economies reeling under pressure, we 

expect petrochemical prices to remain sluggish. Given this scenario, a decline 

in the top-line seems imminent for most Saudi petrochemical companies which 

will lead to earnings pressure over the next few quarters. Consequently, we 

downgrade all the petrochemical companies under our coverage, except SABIC 

(strong operations and diversified product base) and SAFCO (strong urea 

market and beginning of the SAFCO-V unit). However, the sector remains a 

long-term play, benefitted by strong government support (subsidized feedstock 

allocation) and proximity to key end markets.  

Economic volatility to persist over the near-term: The global economic 

environment has deteriorated over the past few months with growth slowing 

down in China and India. Meanwhile, the Eurozone remains weak and Japan 

continues to stare at deflation. Only the US and the UK have reported impressive 

growth over the last couple of quarters. However, the muted global economic 

scenario can negatively impact the exports of these two countries. 

Oil market bearish on oversupply; petrochemicals to follow suit: The sharp 

rise in crude production in the US coupled with production recovery in Iraq and 

Libya over the last few months has created an oversupply situation. Additionally, 

OPEC’s recent decision to maintain the current production levels has further 

dragged down oil prices. This coupled with a sluggish demand has pushed oil 

prices down by over 49% since its June 2014 peak. As a knock-on effect, prices of 

most products have fallen in the range of 20-40%. Given the strong oil supplies, 

we believe Brent will find a new price range over the next couple of months. 

With crude prices expected to remain subdued and economic growth fragile, we 

expect product prices to witness downward pressure over the next few quarters.  

Challenging near-term for Saudi producers: The sluggish recovery in product 

prices will hurt the performance of the petrochemical companies. The extent of 

impact will depend on the kind of products they produce. While global 

producers will benefit from falling naphtha (a key feedstock used globally) 

prices, most Saudi producers will face earnings and margin squeeze as they use 

majorly fixed-price gas feedstock. However, the sector’s long-term prospects 

remain intact considering the robust investments and government support.  

Conclusion: Lack of catalysts and demand slowdown will negatively impact 

Saudi petrochemical producers over the near-term. On the valuation front, the 

Saudi Petrochemical Index (P/E 2015E: 10.9x) is trading at a discount to the 

TASI (12.2x) and the MSCI World Chemicals Index (16.1x). However, we do not 

see the multiples expanding in a muted demand scenario. Consequently, we 

downgrade all the stocks under our coverage to Neutral, except SABIC and 

SAFCO. However, Saudi petrochemical companies remain an attractive dividend 

play at the current price levels (SAFCO: 8.1%, APC: 6.8%, SABIC: 6.2% and NIC: 

5.6% based on our dividend forecasts for 2015E). 

http://www.efa.biz/
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Near-term headwinds 

Supply glut to keep crude under pressure over the near-term 

Crude supply in the global markets has increased over the past six months, on the back of 

higher production by the US producers and OPEC members. The US crude production, which 

averaged 8.55mbpd YTD (January–November), has increased 15.4% as compared to the 

average production of 7.41mbpd over the same period in 2013. OPEC’s oil production, too, 

has risen on the back of production recovery in the strife-torn countries such as Libya 

(production rose from 0.23mbpd in December 2013 to 0.98mbpd in October 2014) and Iraq 

(from 2.9mbpd to 3.48mbpd over the same period).  

OPEC announced its decision to maintain production at its current levels despite Brent crude 

prices falling from by over 33% from mid-June to November 26. Despite the steep drop, 

OPEC decided to keep production levels unchanged which created further pressure as spot 

Brent prices fell below US$60. Prices of naphtha, a crude distillate used as petrochemical 

feedstock, have also declined by 50% since touching the peak in June. With the dip in 

feedstock prices, prices of most petrochemical products have fallen over the last few months. 

With OPEC keeping the production levels unchanged and the US expected to boost crude 

production over the next year, we expect oil prices to remain subdued. We believe this, in 

turn, should affect the prices of petrochemical products.  

    Figure 17  Sharp drop post OPEC’s oil policy announcement     Figure 18   Rising Non-OPEC contribution adding to the glut  
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   Source: US EIA, Al Rajhi Capital 

Economic sluggishness to weaken demand growth 

The global economic scene remains bumpy as attempts fail to propel growth across major 

economies. Among the leading economies, the US remained the bright spot over the last 

couple of quarters. The US economy recovered quickly (after a dip in Q1) to clock strong 

growth in the next two quarters (+4.6% and +3.9% for Q2 and Q3 respectively). Industrial 

growth has improved over the last few quarters on the back of increasing orders, higher 

production and an optimistic price scenario while consumer sentiment remained strong on 

declining unemployment. Despite the ascent, the feeble growth in key global economies has 

been weighing on the US manufacturing in recent times. This can be seen in the declining 

manufacturing flash PMI number in December (53.7 from 54.8 in November). 

In contrast the Euro area GDP growth remained tepid at 0.8% (y-o-y) in Q2 and Q3, falling 

from 1% in Q1. The bloc’s manufacturing sector continued to remain lackluster as the 

November PMI came in at 50.1, down from the October PMI of 50.6 and 54.0 in January 

2014. Further, persistent low inflation is indicating pessimistic sentiment, where consumers 

cut consumption pushing the economy further downward. Meanwhile, Japan slipped into 

recession in Q3 2014 with the GDP contracting 0.4% (q-o-q) after it shrank 1.9% in the 

OPEC keeps oil production 
levels unchanged, oversupply 
pushes prices down 
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previous quarter. Based on the current scenario the OECD stated that these economies will 

grow at a slower rate than previously forecasted. Similarly, the economic growth in the 

world’s second-largest economy – China – has slowed down. China’s GDP grew just 7.3% (y-

o-y) in Q3, the slowest in the last five years, weighed down by the sluggish housing market, 

flagging retail sales, slowdown in manufacturing and heavy debt. The manufacturing sector 

further lost momentum as indicated by the PMI number, which dipped to 49.5 (flash PMI) in 

December from 50.0 in November (source: HSBC-Markit). Meanwhile, the growth prospects 

in India remain positive. The manufacturing scenario has improved in the last few months as 

the PMI grew from 51.0 in September to 53.3 in November. However, we believe the economy 

is yet to gather steam.  

Overall, the sluggishness in the key markets is expected to weigh on the global manufacturing 

sector resulting in muted demand for petrochemical products over the near-term.  

Petrochemical prices to remain under pressure in the near term 

Prices of petrochemical products have declined in the range of 20-40% from their peak in 

2014 on account of falling crude prices and the deteriorating economic scenario. Further, 

OPEC’s reluctance to maintain its production levels is expected to keep oil prices range-

bound at the current levels. We believe lower crude prices coupled with a weak demand 

scenario will negative impact the prices of petrochemical products over the near-term. 

   Figure 19  Petrochemical prices have declined sharply in H2 2014  
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   Source: Bloomberg, Al Rajhi Capital 

Petrochemical sector 
Near-term headwinds to impact earnings; squeeze margins 

We expect the sluggishness in product prices and lower demand in key markets to hurt the 

top-line of Saudi petrochemical companies in 2015. With the domestic producers largely 

employing fixed-price ethane as the feedstock, the dip in revenues will hurt earnings and 

squeeze margins of some of these companies. Meanwhile, the new plants that have come 

online recently, will offer some respite. However, these units won’t be able to compensate for 

the loss of revenues and the bottom-line decline in the next few quarters. With few positive 

catalysts in sight for the near-term and strong headwinds, we have revised the 2015 revenues 

and earnings estimates for the companies under our coverage (refer company profiles for 

details). We downgrade all the stocks under our coverage (except SABIC and SAFCO) to 

Neutral. We continue with our Overweight rating on SABIC (healthy cash position, strong 

operating fundamentals, diversified product base) and SAFCO (strong urea demand, 

impending commencement of the SAFCO-V plant).  

 

Ample crude and demand 
headwinds to impact product 
prices 
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Dividend and long term play 

On a valuation basis, the Saudi Petrochemical Index is trading at 10.9x (P/E 2015E) as 

compared to the TASI’s ~12x and the MSCI World Chemical Index’s 16.1x. Despite lower 

valuations, we do not see multiple expansion over the near-term on account of subdued 

dynamics. However, we believe Saudi companies will be a strong dividend play over the near-

term (see the chart below) as compared to their global peers. 

   Figure 20  Saudi petrochemical companies offer higher dividend yield  

0.0%

3.0%

6.0%

9.0%

0.0x

5.0x

10.0x

15.0x

20.0x

25.0x
L
G

 C
h
e
m

S
P

C

S
a
u
d

i P
e
tc

h
e
m

 I
n
d

e
x

A
P

C

S
A

B
IC

B
A

S
F

S
A

F
C

O

D
o

w

M
it
s
u
i

S
ip

c
h
e
m

Y
a
n
s
a
b

M
S

C
I 
C

h
e
m

 I
n
d

e
x

N
IC

F
o

rm
o

s
a

P/E 2015E Dividend yield (2015E; RHS)  
   Source: Bloomberg, Al Rajhi Capital Note: P/E multiple and yield for Saudi petrochemical companies are based on our 2015 estimates. 

The Petrochemical sector, benefitted by strong government support (mostly in the form of 

subsidized feedstock allocation) and proximity to key markets in Asia and Europe, remains a 

long-term play. In a bid to bolster its revenues downstream in the hydrocarbon sector, the 

Kingdom has earmarked ~US$91bn funds that will be invested over the next decade in 

constructing new plants, expanding the existing ones and integrating refineries with new or 

existing petrochemical units. We believe the Kingdom will continue to remain a key player in 

the global petrochemical industry. 

 
 

 



Saudi Basic Industries Corp 
Petrochemicals – Industrial 
SABIC AB: Saudi Arabia 

January 2015 

  

 
    
Rating OVERWEIGHT    

Target price SAR106.1 (19.5% upside) 

Current price SAR88.8 
 

   
Disclosures Please refer to the important disclosures at the back of this report. Prices as on 28

 
Dec 2014 

Powered by EFA Platform 21 

  

Key themes & implications 

SABIC, one of the world’s leading petrochemical 
companies, is currently affected by the downcast 
petrochemical prices, which we expect to restrain 
its performance over the near-term. However, a 
strong project pipeline and robust growth plans 
make it a long-term value play. 

 

Share information 

Market cap (SAR/US$) 266.4bn / 70.96bn 

52-week range 72.52 - 135.5 

Daily avg. volume (US$) 140mn 

Shares outstanding 3,000mn 

Free float (est.) 24% 

 
Performance 1M 3M 12M 

Absolute -9.3% -31.9% -19.5% 

Relative to index -5.9% -13.9% -22.7% 

 

Major Shareholder: 

Public Investments Funds (PIF) 70.0% 

GOSI 5.6% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 10.6           10.8         12.0         12.8         

P/B (x) 1.7             1.7           1.7           1.6           

EV/EBITDA (x) 6.1             6.4           6.5           6.6           

Dividend Yield 5.6% 6.2% 6.2% 6.2%  
Source: Company data, Al Rajhi Capital 
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Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

Established in 1976, SABIC is the largest listed 
company in the GCC region. The company is 70% 
owned by the Saudi government, providing it a 
solid financial and regulatory backing. SABIC has 
grown from producing 6mtpa of petrochemicals in 
the 1980s to over 60mtpa currently, and accounts 
for over 80% of Saudi Arabia’s petrochemical 
output. 

  
 
 

 

SABIC 
Solid positioning; near-term challenges  

SABIC is among the top global petrochemical companies and is the largest and 

most stable enterprise in Saudi Arabia. The company’s healthy operations, 

diverse product base, strong balance sheet and global presence help it surpass 

challenges easily as compared to its peers. A sudden decline in oil prices and 

deteriorating economic scenario in the Eurozone and China is expected to 

weigh on the company’s earnings performance over the near-term. This is 

despite beginning the year on a positive note and achieving a decent top-line 

growth during 9M 2014 (+3.5% y-o-y). However, SABIC’s recent initiatives 

such as transforming its UK plant or planned shale investments make it a long-

term value play. We are Overweight on SABIC with a target price of SAR106.1.     

Business overview 
Petrochemicals: SABIC is the world’s second-largest diversified chemical 

company with four business units in the petrochemical segment. The company 

produces a broad range of petrochemicals and is an innovator and a market 

leader in a variety of products.   

Fertilizers: SABIC has presence in the fertilizer space through manufacturing 

affiliates. The company is involved in the production of ammonia, urea, 

phosphates and compound fertilizers, and has a total capacity of ~6.6mtpa.  

Metals: SABIC is a leader in the GCC region in this segment. Hadeed, its 

affiliate, manufactures a range of long and flat steel products, which have diverse 

uses in the construction sector. Further, SABIC has equity holdings in Gulf 

Aluminum Rolling Mill Co. and Aluminum Bahrain. 

Investment case 

1. SABIC’s UK-based plant is being transformed so that it can use ethane gas as 

feedstock. This move will boost SABIC’s margins once the plant comes online.  

2. SABIC is planning to build an oil-to-chemicals complex by 2020. If it 

materializes, it will be a strong long-term value driver considering the paucity 

of gas, which is restraining the company from expanding organically. 

Investment risks 

1. Sustained pressure on oil prices over the long-term will negatively impact 

petrochemical prices, which in turn will affect SABIC’s bottom-line.  

2. SABIC has entered into various partnerships to expand downstream. In case 

of delays, the company’s earnings growth may be limited. 

Period End (SAR) 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue (mn) 189,026              189,038           191,160           183,250           184,905           

Revenue Growth -0.5% 0.0% 1.1% -4.1% 0.9%

Gross profit margin 28.7% 29.3% 28.2% 28.0% 28.0%

EBITDA margin 28.8% 30.0% 28.9% 29.1% 27.2%

Net profit margin 13.1% 13.3% 12.9% 12.1% 11.2%

EPS 8.26                     8.41                  8.20                  7.42                  6.92                  

EPS Growth -15.3% 1.8% -2.5% -9.5% -6.8%

ROE 17.3% 16.6% 15.8% 14.1% 12.7%

ROCE 14.1% 14.4% 14.0% 13.4% 13.4%

Capex/Sales 5.7% 6.2% 7.3% 6.5% 6.5%  
Source: Company data, Al Rajhi Capital 
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Key themes & implications 

SAFCO – a pure-play urea producer – continues to 
benefit from sustained demand in the Asian market. 
Further, the commencement of SAFCO-V unit will 
boost its revenues and earnings going forward. 
However, the downward revision in fertilizer export 
tax by China may lead to a supply glut, impacting 
prices.  

 

Share information 

Market cap (SAR/US$) 49.24bn / 13.11bn 

52-week range 129.5 - 172.0 

Daily avg. volume (US$) 8.9mn 

Shares outstanding 333.3mn 

Free float (est.) 40% 

 
Performance 1M 3M 12M 

Absolute 0.2% -8.9% -4.9% 

Relative to index 3.6% 9.1% -8.1% 

 

Major Shareholder: 

SABIC 42.9% 

GOSI 17.1% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 14.6           14.8         12.6         10.8         

P/B (x) 6.0             6.0           6.2           7.5           

EV/EBITDA (x) 11.2           11.2         9.1           8.0           

Dividend Yield 8.1% 7.1% 8.1% 8.1%  
Source: Company data, Al Rajhi Capital 
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Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

Established in 1965, SAFCO is the Kingdom’s first 
petrochemical company. The company started 
commercial production in 1970. Today, SAFCO is 
ranked among the largest fertilizer producers in the 
world. The company has a combined capacity of 
4.9mtpa for the production of ammonia, urea and 
other derivatives. With the SAFCO-V unit expected 
to commence in H2 2014, the company’s total 
production capacity is expected to increase by 
2.7mtpa. 
  

 
 

 

SAFCO 
New plant to boost earnings 
Saudi Arabia Fertilizers Co. (SAFCO) is one of the largest ammonia fertilizer 

companies in the world and the Kingdom’s first petrochemical company. It is 

also the only listed pure-play fertilizer company in the MENA region. With the 

global focus on food security, we believe demand for fertilizers, especially from 

the Asian region, will remain the key driver for the company. Further, the 

commencement of SAFCO-V plant in 2015 will bolster earnings growth. The 

company is well-known for handsome dividend payments and has one of the 

highest dividend yields on TASI. We remain Overweight on the stock with a 

target price of SAR169.7 a share.  

Business overview 

SAFCO is among the world’s largest producers of ammonia (2.3mtpa) and urea 

(2.6mtpa) with set-up capacities. The company benefits from a subsidized 

feedstock allocation, through which it produces ammonia. The company uses 

around 65% of its ammonia for urea production and the rest is sold in global 

markets. SAFCO also produces sulfuric acid and melamine, products that have 

diverse industrial uses.  

Asia is the key market, one-third of the urea produced is sold in countries like 

India, Pakistan, Bangladesh, etc. Only 13% of the produce is used domestically. 

SAFCO exports 80% of the remaining ammonia to Asia, 8% each to Africa and 

America and 4% to Australia. 

Investment case 

1. SAFCO-V, which will produce ammonia (1.2mtpa) and urea (1.5mtpa), is 

expected to commence operations in 2015. This will be a key driver for the 

company’s earnings growth.   

2. SAFCO is well known for its generous dividend payments. Although it cut its 

2014 dividend to SAR7 a share (vs. SAR12 for 2013), we expect it to boost 

dividend payments, once SAFCO-V comes online in H1 2015. Further, for 

2015E, our dividend yield comes to 8.1% at the current price levels, making it 

a very attractive dividend investment.  

Investment risk 

China has revised down its fertilizer export tax to boost Chinese urea exports. 

This is expected to create a supply glut in SAFCO’s key market, impacting urea 

prices. 

Period End (SAR) 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue (mn) 4,980                    4,240               4,651               5,718               6,673               

Revenue Growth -1.4% -14.9% 9.7% 22.9% 16.7%

Gross profit margin 72.5% 67.9% 69.5% 67.6% 68.0%

EBITDA margin 77.7% 74.8% 74.2% 73.9% 72.0%

Net profit margin 77.6% 74.5% 71.5% 68.6% 68.2%

EPS 12.37                    10.11               9.97                 11.76               13.66               

EPS Growth 0.4% -18.3% -1.4% 18.0% 16.1%

ROE 45.3% 36.9% 40.3% 48.3% 62.6%

ROCE 39.8% 33.8% 38.0% 46.7% 66.9%

Capex/Sales 11.5% 25.7% 14.8% 5.5% 8.0%  
Source: Company data, Al Rajhi Capital 
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Key themes & implications 

The recently commenced Phase-III plant 
(EVA/LDPE) should prove beneficial going forward. 
Further, relatively stable methanol prices should 
also help the company post better earnings. 
Frequent shutdowns at its methanol plant remain a 
key concern, though we expect the company to 
resolve it in the near-term. 

 

Share information 

Market cap (SAR/US$) 10.31bn / 2.746bn 

52-week range 22.80 - 43.26 

Daily avg volume (US$) 7.8mn 

Shares outstanding 366.7mn 

Free float (est) 72% 

 
Performance 1M 3M 12M 

Absolute 0.6% -32.3% -7.5% 

Relative to index 4.0% -14.3% -10.7% 

 

Major Shareholder: 

Al-Zamil Group Holding Co. 9.7% 

Ikarus Petroleum Holding 8.2% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 16.0           19.1         14.9         12.4         

P/B (x) 1.8             1.7           1.7           1.6           

EV/EBITDA (x) 10.6           11.5         9.5           8.6           

Dividend Yield 4.4% 4.4% 5.3% 5.3%  
Source: Company data, Al Rajhi Capital 
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Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

Sipchem, which was established in 1999, is 
involved in the manufacturing of methanol and 
other petrochemical intermediaries and derivatives, 
which are used across various industries. The 
company’s marketing subsidiary sells the produce 
along with other products. Sipchem acquired 
Aectra SA in 2011, which offers marketing and 
logistic support in the European markets. Recently, 
the company began commercial operations at its 
EVA/LDPE plant. 

  
 

 

 

Sipchem 
Downstream plants to boost earnings 
Sipchem is an integrated petrochemical player with a significant presence 

across the value chain. The company produces various derivatives, which 

enable it to generate better margins as compared to basic petrochemical 

producers. Recently, Sipchem brought another Phase-III unit on-stream, which 

we believe, will boost the company’s bottom-line. However, Sipchem’s 

methanol plant has witnessed three shutdowns in 2014, raising questions about 

its operational stability. We believe the company will resolve the issues, 

thereby streamlining its operations. Further, with the proposed merger with 

SPC called off, we believe Sipchem will focus on its core operations. We are 

Neutral on the stock with a target price of SAR28.8 a share.  

Business overview 

Sipchem is engaged in the production of diverse petrochemical products. The 

company produces methanol (capacity: 970ktpa), part of which is utilized as a 

feedstock at its acetyl plant and the rest sold in open markets. The acetyl plant 

produces acetic acid and anhydride (460ktpa), which are used to produce to 

vinyl acetate, pure terephthalic acid and acetate esters. Sipchem uses the 

produce from the acetyl plant to manufacture vinyl acetate monomer at its fully-

owned subsidiary. Sipchem also has a majority stake in International Diol 

Company, which produces butanediol and other intermediaries (75ktpa).   

Investment case 

1. The commencement of commercial operations at its Phase-III plants 

(EVA/LDPE in July 2014) should offer earnings boost for the company once 

the plant begins to run full throttle. 

2. Other downstream plants – cable insulation polymer and polybutylene 

terephthalate units are expected to commence operations over the next few 

quarters. These will further boost Sipchem’s earnings. 

Investment risks 

1. Sipchem’s methanol plant has witnessed three shutdowns this year. Continued 

technical issues will hurt the company’s earnings and margins.  

2. A lower-than-expected ramp-up rate at its recently commenced EVA/LDPE 

plant will weigh on Sipchem’s bottom-line. 

Period End (SAR) 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue (mn) 3,922                    4,006               4,029               4,733               4,963               

Revenue Growth 18.0% 2.1% 0.6% 17.5% 4.9%

Gross profit margin 32.3% 32.4% 29.9% 30.3% 32.8%

EBITDA margin 42.1% 42.9% 40.1% 40.2% 42.0%

Net profit margin 15.0% 16.0% 13.4% 14.6% 16.8%

EPS 1.60                       1.75                 1.47                 1.89                 2.27                 

EPS Growth -16.9% 9.4% -16.0% 28.4% 20.3%

ROE 10.4% 11.3% 9.2% 11.4% 13.2%

ROCE 8.3% 7.6% 6.7% 8.0% 9.3%

Capex/Sales 36.9% 42.3% 34.1% 10.0% 10.0%  
Source: Company data, Al Rajhi Capital 
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Key themes & implications 

NIC’s presence in two segments reduces its 
reliance on a single industry for revenues. The 
recently commenced acrylic acid plant can lead to 
better earnings once it comes online at optimal 
utilization rates. Further, the company’s partnership 
with Toho for a titanium sponge unit should offer 
long-term growth prospects. However, the dip in 
petrochemical and TiO2 prices remain strong 
concerns for the company in the near-term. 

 

Share information 

Market cap (SAR/US$) 18.07bn / 4.814bn 

52-week range 21.56 - 40.10 

Daily avg. volume (US$) 18.1mn 

Shares outstanding 668.9mn 

Free float (est.) 72% 

 
Performance 1M 3M 12M 

Absolute -1.0% -28.3% -17.6% 

Relative to index 2.4% -10.3% -20.8% 

 

Major Shareholder: 

Al-Shair Co. for Trading, Industry & 

Contracting 

7.8% 

GOSI 8.6% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 13.2           14.6         16.3         15.0         

P/B (x) 1.5             1.5           1.4           1.4           

EV/EBITDA (x) 9.9             9.5           9.7           9.2           

Dividend Yield 5.6% 5.6% 5.6% 5.5%  
Source: Company data, Al Rajhi Capital 
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Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

The National Industrialization Company (NIC) is the 
first Saudi joint stock industrial company that is fully 
owned by the private sector. NIC is the world’s 
second-largest and the Middle East’s only TiO2 
producer. The company’s TiO2 is mainly used by 
the paints industry. NIC also produces basic 
petrochemicals (total production capacity of about 
3.3mtpa). The company’s acrylic acid unit has 
recently commenced operations (July 2014). 

  
 

 

 

NIC 
Diversity remains the key  
NIC operates through two different segments – petrochemicals and TiO2 – 

which trims down its dependence on a single segment and cushions it against 

the uncertainty in the petrochemical prices. While healthy operation in its 

petrochemical segment is a big positive, the recent decline in the petrochemical 

prices remains a major drag. Further, TiO2 prices are also under pressure 

given the sluggish demand in Europe and China. However, the impending 

commencement of the ilmenite-processing unit will improve the company’s 

earnings and margins over the long-term. Moreover, the recent launch of the 

acrylic acid complex will boost NIC’s earnings going forward. We are Neutral 

on NIC with a target price of SAR28.3 per share.     

Business overview 

Petrochemicals: NIC has three subsidiaries – Saudi Ethylene & Polyethylene 

Co. (SEPC), Saudi Polyolefins Co. and Saudi Acrylic Acid Company (SAAC). 

While SEPC produces 1mtpa of ethylene, 400ktpa each of high-density and low-

density polyethylene and 285ktpa propylene, the Saudi Polyolefins produces 

455ktpa of propylene and 450ktpa of polypropylene. Through SAAC, NIC is 

engaged in the production of acrylic acid and butyl acrylates (230ktpa), butanol 

(340ktpa), and superabsorbent polymer (80ktpa). The company is also 

partnering with Kayan and Sadara to establish the world’s largest butanol plant. 

TiO2: NIC, through its subsidiary Cristal Global – is engaged in the production 

of titanium dioxide (TiO2). Cristal is the world’s second largest producer of TiO2 

and is the only TiO2 player in the Middle East. Recently, NIC raised its stake in 

Cristal to 79% from the earlier 66%. 

Investment case 

1. The recently commenced SAAC unit is expected to propel the company’s 

earnings going forward. 

2. NIC recently signed a JV agreement with Toho Titanium of Japan to construct 

a 15.6ktpa titanium sponge facility in Yanbu. The plant will begin its full-scale 

commercial production from 2018 and will offer long-term growth for NIC.  

Investment risks 

1. A slower-than-expected ramp-up at the recently SAAC can impact near-term 

earnings. 

2. A delay in the completion of the ilmenite unit can impact margin growth.  

Period End (SAR) 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue (mn) 17,921                 18,201             19,695             17,999             18,750             

Revenue Growth -8.8% 1.6% 8.2% -8.6% 4.2%

Gross profit margin 31.1% 26.4% 25.6% 26.0% 27.0%

EBITDA margin 30.6% 24.6% 23.9% 25.4% 25.4%

Net profit margin 9.8% 7.5% 6.3% 6.2% 6.4%

EPS 2.64                      2.05                 1.86                 1.66                 1.80                 

EPS Growth -27.8% -22.2% -9.6% -10.7% 8.6%

ROE 15.3% 11.4% 10.2% 8.9% 9.6%

ROCE 10.9% 8.1% 7.8% 7.3% 8.2%

Capex/Sales 16.4% 16.7% 11.8% 10.0% 7.0%  
Source: Company data, Al Rajhi Capital 

Research Department 
ARC Research Team 

Tel +966 11 2119370, devassyp@alrajhi-capital.com 
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Key themes & implications 

The recent decline in the prices of basic olefins and 
polyolefins is expected to hit Yansab’s earnings 
over the near-term. Despite this, we expect the 
company to generate better margins as compared 
to its global peers. Further, Yansab’s dividend yield 
is among the highest in the petrochemical sector, 
making it an attractive investment for dividend 
income. 

 

Share information 

Market cap (SAR/US$) 28.33bn / 7.55bn 

52-week range 40.16 - 77.47 

Daily avg volume (US$) 11.8mn 

Shares outstanding 562.5mn 

Free float (est) 37% 

 
Performance 1M 3M 12M 

Absolute -12.0% -29.3% -30.5% 

Relative to index -8.6% -11.3% -33.7% 

 

Major Shareholder: 

SABIC 51.0% 

GOSI 11.5% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 10.7 11.9 15.9 14.8

P/B (x) 1.9 1.9 1.9 1.8

EV/EBITDA (x) 7.9 8.2 10.1 9.4

Dividend Yield 6.0% 6.0% 5.0% 5.6%  
Source: Company data, Al Rajhi Capital 
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Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

Yanbu National Petrochemicals Co. (Yansab) was 
established in 2006 and began commercial 
production in 2010. Being a SABIC subsidiary, 
Yansab is involved in production of a wide range of 
olefins, including ethylene, polyethylene, propylene 
and polypropylene among others.  
  

 

 

 

Yansab 
Sluggish olefin prices to impact earnings 
Yansab – a SABIC subsidiary – is the third largest petrochemical company in 

Saudi Arabia in terms of market capitalization. The company produces a range 

of basic olefins and intermediaries and has healthy operating rates. However, 

we expect a decline in the prices of basic olefins to hurt Yansab’s earnings over 

the next few quarters. With no expansion plans in place, the company initiated 

its dividend payment last year and has paid three half-yearly dividends till 

date. Yansab’s dividend yield stands at 6.0% (TTM), which is among the 

highest in the petrochemical sector. We are Neutral on the stock with a target 

price of SAR52.6 a share. 

Business overview 

Yansab is engaged in the production of various petrochemicals. The company’s 

main products include ethylene (1.3mtpa), mono-ethylene glycol (700ktpa), 

propylene & polypropylene (400ktpa each) and HDPE & LDPE (400 ktpa each). 

The company has healthy utilization rates and has no history of unplanned 

shutdowns.  

Investment case 

Yansab initiated its dividend payment in 2013 and has recently paid a dividend 

of SAR1.5 a share for H1 2014 (H1 2013: SAR1). In the absence of any capex 

plans, we expect dividends to continue. At the current price levels, this translates 

into a dividend yield of 6% (trailing twelve months).  

Investment risks 

1. Over the past couple of months, prices of basic olefins have dropped 

drastically on account of a slide in the crude oil prices. With oil prices 

expected to remain subdued over the near-term, we expect a downward 

pressure on Yansab’s earnings and margins over the near-term. 

2. Yansab has announced a prolonged maintenance shutdown (between 35-60 

days) during Q2 2015. The company has estimated that the shutdown will 

impact its earnings by SAR450mn. In case the shutdown gets extended or the 

ramp-up remains slow after resumption, Yansab’s bottom-line will be further 

affected. 

3. The company may reduce dividend per share in 2015 on account of lower 

product prices and prolonged shutdown. 

Period End (SAR) 12/12A 12/13A 12/14A 12/15E 12/16E

Revenue (mn) 9,299                     9,354               9,383               7,293               7,614               

Revenue Growth -3.7% 0.6% 0.3% -22.3% 4.4%

Gross profit margin 33.4% 34.5% 31.7% 30.8% 31.0%

EBITDA margin 41.9% 43.5% 40.9% 40.8% 40.2%

Net profit margin 26.3% 28.3% 25.4% 24.4% 25.1%

EPS 4.35                       4.70                 4.24                 3.17                 3.40                 

EPS Growth -23.0% 8.1% -9.9% -25.2% 7.3%

ROE 20.8% 18.9% 16.1% 12.0% 12.6%

ROCE 14.5% 14.6% 14.2% 11.1% 11.8%

Capex/Sales 1.3% 1.9% 1.0% 2.5% 2.0%  
Source: Company data, Al Rajhi Capital 

Research Department 
ARC Research Team 

Tel +966 11 2119370, devassyp@alrajhi-capital.com 
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Key themes & implications 

APC, a pure-play polypropylene producer, has 

benefited from relatively stable product prices and 

a decline in feedstock propylene prices. The 

propylene supply agreement inked with Aramco will 

help the company scale up production, thus 

boosting its bottom-line. Further, the JV with SK 

Gas to establish a PDH plant will auger well for 

APC. 
 

Share information 

Market cap (SAR/US$) 7.24bn / 1.929bn 

52-week range 37.15 - 59.98 

Daily avg volume (US$) 9.6mn 

Shares outstanding 164.0mn 

Free float (est) 82% 

 
Performance 1M 3M 12M 

Absolute -14.2% -25.1% 9.3% 

Relative to index -10.8% -7.1% 6.1% 

 

Major Shareholder: 

National Polypropylene Co. Ltd. 7.9% 

General Organization for Social Insurance 6.3% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 13.0           10.3         11.8         11.8         

P/B (x) 3.2             3.2           3.1           2.9           

EV/EBITDA (x) 9.4             8.1           6.7           5.5           

Dividend Yield 5.1% 6.8% 6.8% 6.8%  
Source: Company data, Al Rajhi Capital 
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Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

APC – a pure-play polypropylene producer – began 

commercial production in 2008. The company, 

which has integrated operations, has a production 

capacity of 450ktpa. APC, through its long-term off-

take agreements, is able to deliver its produce to 

diverse international markets. 

  

 

 

Advanced Petrochemical Co. 
Lower feedstock costs to boost margins 
Advanced Petrochemical Company (APC) is a vertically integrated 

polypropylene producer with a history of stable operations. The company has 

signed long-term supply contracts with major global companies ensuring 

revenue visibility. Although the ongoing decline in PP prices is expected to hit 

the company’s earnings growth over the next few quarters, a steeper fall in 

feedstock prices should improve its margins. Further, APC’s earnings will be 

boosted by additional propylene supply from SATORP, which began in 

October. We are Neutral on the stock with a target price of SAR47.1 per share. 

Business overview 

APC operates a fully integrated polypropylene complex that has the capacity to 

produce 450ktpa of polypropylene. The company receives feedstock from Saudi 

Aramco at a significant discount to the international prices, enabling it to 

generate better margins than its global peers. With steady feedstock supply 

agreements and stable operations (utilization rates at around 100% in the past 

few years), APC’s earnings have grown at a CAGR of over 19% (2010-2013).  

Investment case 

1. While PP prices have declined by around 27% from its peak, prices of the 

feedstock – propylene – have gone down by around approximately 35%. With 

shale extraction increasing and prices of propane coming down, we expect 

margins to improve to improve going forward. 

2. In October 2014, SATORP initiated an additional 30ktpa supply of propylene 

to APC, according to an agreement signed in 2013. The additional supply will 

help the company generate higher earnings and improve margins. 

3. APC and SK Gas recently signed a JV agreement to set up a propane 

dehydrogenation plant in South Korea, in which APC will hold 33.25% stake. 

The plant, which is expected to begin operations in H1 2016, will further 

bolster APC’s earnings beginning 2016. 

4. Strong dividend yield of 6.8% at current price levels make it an attractive 

dividend play. 

Investment risks 

1. APC’s earnings are solely dependent on polypropylene. In case of any drop in 

commodity prices, the company’s earnings would take a hit. 

2. Aramco supplies propylene at a discount to international market prices. In 

case it decides to reduce the subsidies, APC’s margins would be hurt.  

Period End (SAR) 12/12A 12/13A 12/14A 12/15E 12/16E

Revenue (mn) 2,472                     2,786               3,095               2,728               2,604               

Revenue Growth -11.4% 12.7% 11.1% -11.9% -4.5%

Gross profit margin 15.6% 22.0% 24.8% 26.7% 27.0%

EBITDA margin 22.0% 27.8% 31.5% 32.8% 33.1%

Net profit margin 13.3% 20.0% 25.7% 24.8% 24.8%

EPS 2.00                       3.40                 4.86                 4.12                 3.94                 

EPS Growth -36.0% 69.7% 43.1% -15.2% -4.4%

ROE 16.1% 25.9% 35.0% 28.3% 25.3%

ROCE 13.6% 20.9% 26.8% 18.9% 17.5%

Capex/Sales 3.9% 4.0% 3.5% 3.5% 4.0%  
Source: Company data, Al Rajhi Capital 

Research Department 
ARC Research Team 

Tel +966 11 2119370, devassyp@alrajhi-capital.com 
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Key themes & implications 

SPC is a pure-play polypropylene producer with 
downstream ambitions. The company has formed 
various joint ventures, many of which have come 
on stream recently. These projects will offer 
earnings and margins boost going forward. 
However, its sole manufacturing unit – Al Waha – 
has witnessed a couple of shutdowns in 2014 
raising questions on its operational stability.  
 

Share information 

Market cap (SAR/US$) 7.20bn / 1.917bn 

52-week range 12.75 - 27.25 

Daily avg. volume (US$) 19.3mn 

Shares outstanding 438.8mn 

Free float (est.) 79% 

 
Performance 1M 3M 12M 

Absolute -5.9% -35.7% -15.3% 

Relative to index -2.5% -17.7% -18.5% 

 

Major Shareholder: 

Zamil Group Holding Co. 7.9% 

Public Pension Agency 5.9% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 12.4           15.2         10.1         9.4           

P/B (x) 1.2             1.3           1.2           1.2           

EV/EBITDA (x) 9.2             10.9         7.7           6.2           

Dividend Yield 5.2% 5.2% 5.2% 5.2%  
Source: Company data, Al Rajhi Capital 
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Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

SPC was established by Zamil Group in 2004. The 
company’s operating plant – Al Waha, a JV 
between SPC (75%) and Lyondell Basell (25%) – 
was established in 2006. Al Waha, which produces 
propylene and polypropylene, commenced its 
commercial production in 2011. SPC has formed 
various JVs in a bid to move into downstream 
production. 

  
 
 

 

Sahara Petrochemical Co. 
Downstream projects offer value 
Sahara Petrochemicals Co. (SPC) is engaged in the production of 

polypropylene (PP) through its sole operating unit – Al Waha. Although Al 

Waha has been operating at healthy utilization rates over the past few 

quarters, a couple of shutdowns in 2014 have raised questions about its 

operational stability. However, we believe SPC will resolve these issues over 

the near-term. In a bid to expand downstream, SPC has entered into a few joint 

ventures, of which a couple of them have commenced operations in July 2014. 

We expect these plants to boost the company’s bottom-line and net margins, 

once they begin full-fledged operations in 2015 although low petrochemical 

prices remain a concern. We are Neutral on the stock with a target price of 

SAR17.2 a share. 

Business overview 

SPC is involved in the production of propylene (capacity: 467,000tpa) and 

polypropylene (450,000tpa), through its Al Waha unit, in which it holds 75% 

stake. Further, SPC is a partner in various joint ventures – Tasnee & Sahara 

Olefins Co. (TSOC, 32.55% stake), Saudi Acrylic Acid Co. (SAAC, 43.16%), 

SAMAPCO (50%) and Saudi Butanol Co. (SBC, 14.38%). Of these, the TSOC 

plant is operational, while SAAC and SAMAPCO plants have recently come 

online.  

Investment case 

1. While PP prices have declined by around 27% from their peak, prices of the 

feedstock – propylene – have fallen by around approximately 35%. We expect 

margins to improve going forward on the back of increasing shale extraction, 

which is exerting pressure on feedstock propane prices.  

2. SPC’s joint ventures – SAAC and SAMAPCO – have begun commercial 

production in July 2014. We expect these companies to ramp-up from early 

2015, which will reflect positively on SPC’s earnings. 

3. The Butanol project, which we expect to commence commercial operations in 

H2 2015, should further improve earnings. 

Investment risk 

Operational stability at Al Waha remains a key issue, due to which SPC’s 

operating margins could take a severe hit. 

Period End (SAR) 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue (mn) 1,544                    2,378                1,964               2,004               1,975               

Revenue Growth 1.2% 54.0% -17.4% 2.0% -1.4%

Gross profit margin 3.5% 17.9% 16.4% 19.3% 21.0%

EBITDA margin 14.8% 21.5% 20.1% 23.4% 26.4%

Net profit margin 13.2% 24.3% 24.0% 35.4% 38.9%

EPS 0.51                      1.32                  1.08                 1.62                 1.75                 

EPS Growth -55.7% 159.9% -18.5% 50.5% 8.1%

ROE 3.9% 10.3% 8.3% 12.5% 12.7%

ROCE -0.4% 3.8% 2.5% 3.5% 4.0%

Capex/Sales 1.9% 1.5% 2.2% 2.0% 3.0%  
Source: Company data, Al Rajhi Capital 

Research Department 
ARC Research Team 

Tel +966 11 2119370, devassyp@alrajhi-capital.com 
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Key themes  

The Saudi Cement sector which witnessed a decline 
since mid-2013 as construction activities slowed 
down due to labor shortage, started showing signs of 
slight recovery in the second half of 2014. We 
expect a gradual recovery in the sector by second 
half of 2015 once labor issues get sorted. 
Government’s spending on physical and social 
infrastructure will remain the main demand driver for 
the sector. 

Implications 

We believe major construction hubs like the central 
and western region will see a revival in construction 
activities. Thus cement companies operating in 
these regions will benefit the most. The government 
has maintained its commitment on high spending to 
diversify the economy. We are positive on Yamama 
Cement, Yanbu Cement and Saudi Cement 
Companies, which operate in the central, western 
and eastern regions, respectively.  

 

What do we think? 

Stock Rating Price Target 

Yanbu Cement Overweight SAR 83.3 

Yamama Cement Overweight   SAR 59.4                

Saudi Cement Overweight SAR 117.0   

Southern Province Neutral SAR 120.0          

Arabian Cement Neutral SAR 81.0 

Qassim Cement Neutral SAR 96.2 

Research Department 
Abdullah M. Al-Jarbooa  

Tel +966 11 211 9471 , aljarbooaam@alrajhi-capital.com 

Cement Sector 
Easing labor situation to drive sales 
The Cement sector has been witnessing sluggish growth since mid 2013 due to 

decline in the pace of construction activities as a result of labor shortage. The 

sector continues to be impacted by government’s policy of a price cap and ban 

on exports. Nevertheless, the construction sector has been showing signs of 

mild recovery recently, resulting in rising cement sales volume. Improvement 

in labor market conditions supplemented by government’s continued focus on 

improving infrastructure is expected to gradually increase the pace of 

construction activities, facilitating demand recovery in the cement sector. 

However, we remain neutral on the cement sector for 2015 as strong demand is 

limited by ban on exports and rising inventories, which reached all-time high 

in November. Given the high profitability and dividends in the cement sector, 

we believe there is limited downside risk from current levels. Our preferred 

stocks for 2015 are Yanbu, Yamama and Saudi cement companies. 

Focus on Infrastructure with a strong pipeline of projects to spur demand: 

The Saudi Arabian government in an effort to diversify its economy away from 

oil and gas revenues has been actively focusing on developing the infrastructure 

sector.  The government has maintained its focus on social infrastructure 

spending in the 2015 budget. The strong focus on infrastructure is expected to 

revive the momentum and the pace of construction activities which in turn drive 

the demand for cement. The Saudi government has announced a large number 

of high value infrastructure projects over the last few years, but due to labor 

shortage, a sizable backlog of projects has been built up. In addition, the 

Kingdom is expected to pump in US$708bn in construction projects over the 

next three years, of which about US$200bn is earmarked for infrastructure 

projects. Hence, with a sizable backlog and strong pipeline of projects, an 

improving labor scenario will spur construction activities in the kingdom, 

driving cement demand in 2015. 

Nitaqat hurting construction activity, though signs of revival seen: The 

government’s Saudization initiatives continues to hurt construction activity in 

the Kingdom. The implementation of the Nitaqat law led to an exodus of illegal 

laborers, creating a labor shortage in the Kingdom and slowing down the pace of 

construction activities sharply since H2 2013. Nevertheless, we are witnessing 

signs of recovery in cement sector of late. Cement sales jumped 39.4% y-o-y in 

November, resulting in 2% growth in cement sales in the first eleven months of 

2014. In 2015, we expect the labor shortage to continue recovering gradually 

following government’s measures to encourage inflow of foreign labor through 

the legal route. However, this is still a cause of concern for the industry.  

Falling oil prices poses a risk: Even while the construction activity is on the 

recovery path, the falling crude oil prices have presented another risk for the 

sector. Since oil revenues account for ~90% of the government revenues, there is 

a real risk that the sharp fall in oil prices may lead to a slowdown in government 

spending, which is the major driver behind construction activities . Though the 

government has maintained its commitment on heavy spending in the 2015 

budget, we may see a slowdown in spending for social infrastructure if oil prices 

do not recover.   
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Recent updates: In the third quarter of 2014, the value of awarded contracts slipped after 

showing signs of recovery in the previous two quarters. With this decline, the value of 

awarded contracts for full year is expected to decline in comparison to 2013. On the other 

hand, cement sales jumped 39% y-o-y in November to 5.09mn tons (according to data 

released by Yamama Cement) indicating a revival in construction activity in the Kingdom. 

Inventories remained high at about 40% of total annual production.  

Conclusion and change in fair prices: We expect the demand for Cement in Saudi Arabia 

to grow on the back of government’s spending on infrastructure. An improvement in the sales 

volumes of the cement companies on a q-o-q basis represents signs of recovery in the sector. 

We believe that the changes in the Kingdom’s labor policies will have a positive impact over 

the medium to long term. The cement sector witnessed a YTD gain of 2.5% and trades at an 

aggregate 2014PE of 12.9x (2015E) largely in line with the Tadawul PE of 12.2x. We remain 

positive on the companies located close to the high demand areas. Given the high profitability 

and dividends of the overall cement sector we see limited downside risk from the current 

levels. Our preferred picks are Yanbu, Yamama and Saudi cement companies. 
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Key themes & implications 

We maintain our Neutral rating on Arabian Cement 
as the valuation seems priced in at the moment. 
We expect the company to deliver an impressive 
performance in 2015 on account of higher demand 
in the western region and its close proximity to the 
sources of raw materials. 

 

Share information 

Market cap (SAR/US$) 8.22bn / 2.190bn 

52-week range 49.80 - 88.25 

Daily avg volume (US$) 6.1mn 

Shares outstanding 100.00mn 

Free float (est) 81% 

 
Performance 1M 3M 12M 

Absolute 4.7% -0.9% 64.4% 

Relative to index 8.1% 17.1% 61.2% 

 

Major Shareholder: 

Abdulaziz Abdullah Sulaiman Al Sulaiman 7.5% 

Abdullah Abdulaziz Saleh Al Rajhi 6.1% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 36.7           9.9           10.2         9.8           

P/B (x) 2.3             2.2           2.0           1.8           

EV/EBITDA (x) 10.3           7.6           7.8           7.4           

Dividend Yield 4.6% 5.3% 4.3% 4.6%  
Source: Company data, Al Rajhi Capital 
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Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

Established in 1956, Arabian Cement Company is 
a cement manufacturer based in Saudi Arabia. The 
company's products include ordinary portland 
cement, sulfate-resistant cement, portland 
pozzolana cement and other types of cement. The 
company’s plant is located in the Rabigh area of 
Saudi Arabia with a clinker capacity of 2.5 million 
tons per annum and a grinding capacity of 3 million 
tons per annum. The company has a wholly-owned 
subsidiary Arabian Cement Bahrain; it also has 
stakes in Jordan-based Qatrana Cement Company 
(85%). 

  
 
 

 

Arabian Cement 
Benefits from strong demand 
Unlike 2013, 2014 was a superior year for Arabian Cement, reinforced by 

higher than expected utilization rates and improvement in its Jordanian 

subsidiary. While most cement companies in the Kingdom reported weak 

results during 2014, Arabian Cement is one of the few companies to have been 

relatively unaffected by the labor crisis. The clinker swap deal with Northern 

Province Cement helped its local sales. Qatrana Cement, its Jordanian 

subsidiary, reported improved financial performance. Looking forward, we 

expect Arabian’s growth to be driven by Qatrana Cement, given that the Saudi 

unit is already running at high utilization rates of more than 100%. We 

reiterate our Neutral rating on the company, with a target of SAR81 per share.    

 

Business overview 

Arabian Cement started its operations in 1956 and is located in the Rabigh area 

of Saudi Arabia. The company's products include ordinary portland cement, 

sulfate-resistant cement, portland pozzolana cement among other types of 

cement. The strong demand in the western region has played a significant role in 

boosting the company’s sales volume.  

Investment Case 
1. Given the rising demand, driven by the increasing pace of construction 

activities in the western region of the Kingdom, we expect the company to 

maintain its capacity utilization at above 100% for the next few years.  

2. Falling oil prices should improve Qatrana margins as energy costs constitute 
a large share of operating costs.  

Investment Risk     
One-off expenses are the major risk for Arabian Cement. Earlier, Arabian 
Cement incurred impairment charges of about SAR100mn in 2012 and 
SAR81mn in 2013 causing the stock to correct sharply. 

Period End (SAR) 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue (mn) 1,371                    1,338               1,776                1,988               1,775               

Revenue Growth 27.1% -2.4% 32.7% 11.9% -10.7%

Gross profit margin 38.9% 40.4% 41.9% 40.0% 39.0%

EBITDA margin 49.3% 49.6% 49.1% 42.3% 41.5%

Net profit margin 28.0% 13.4% 37.4% 34.0% 33.7%

EPS 4.80                      2.24                 8.31                  8.44                 7.48                 

EPS Growth -6.3% -53.3% 271.4% 1.5% -11.4%

ROE 13.6% 6.2% 22.8% 21.6% 17.5%

ROCE 13.1% 14.2% 21.0% 19.7% 16.5%

Capex/Sales 2.7% 1.1% 0.9% 4.0% 4.5%  
Source: Company data, Al Rajhi Capital 

Research Department 
Abdullah M. Al-Jarbooa  

Tel +966 11 211 9471 , aljarbooaam@alrajhi-capital.com 
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Key themes & implications 

We expect Yamama to benefit from the strong 
infrastructure demand in the central region of the 
Kingdom. On the other hand, the company has 
been asked to move its factory out of Riyadh within 
a period of four years. This will remain a major risk 
on the company’s performance going forward.  

 

Share information 

Market cap (SAR/US$) 10.12bn / 2.695bn 

52-week range 44.54 - 71.15 

Daily avg volume (US$) 3.1mn 

Shares outstanding 202.5mn 

Free float (est) 77% 

 
Performance 1M 3M 12M 

Absolute -13.8% -23.4% -12.7% 

Relative to index -10.4% -5.4% -15.9% 

 

Major Shareholder: 

Prince Sultan Mohammed Saud Al Kabeer Al 
Saud 

9.7% 

GOSI 7.7% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 11.6           14.6         12.1         11.7         

P/B (x) 2.6             2.7           2.5           2.3           

EV/EBITDA (x) 8.5             10.7         8.4           8.0           

Dividend Yield 6.0% 5.4% 5.0% 5.5%  
Source: Company data, Al Rajhi Capital 
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Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

Yamama Cement Company is one of the leading 
cement companies in KSA. The company was 
established in 1961 by Prince Mohammed Bin 
Saud Al-Kabeer, primarily to manufacture and sell 
cement in the central region. The company enjoys 
a comparative advantage over its peers due to its 
close proximity to the central region and an 
integrated plant. Thus, the company has been able 
to achieve higher gross and net profit margins.  

  
 

 

 

Yamama Cement 
Major player in the central region  
With a recovering demand for cement in the central region due to the 

government’s focus on infrastructure development, we expect Yamama to 

maintain its high utilization rate throughout 2015. Moreover, the company 

continues to benefit from its strategic location in Riyadh. Riyadh has a strong 

pipeline of high value infrastructure projects such as the Metro, King Khalid 

Airport and new housing projects all of which will boost Yamama. We have 

revised our target price to SAR59.4 which implies an upside potential of 19% 

post the recent drop in stock price. Thereby we upgrade Yamama to 

Overweight. 

Business overview 
Yamama Cement Company is a leading cement company in Saudi Arabia. The 

company enjoys close proximity to the high demand central region of the 

Kingdom and has an integrated plant. The company has been running at high 

utilization rates for the past two years, and for 2015 we expect the company to 

maintain a capacity utilization rate close to 90%. Yamama Cement announced 

that it has received licenses from the Ministry of Petroleum and Mineral 

Resources for the detection of ores, limestone, sand and clay in three locations 

outside Riyadh. This is an indication that the company is progressing with its 

plans to relocate its factory to the outskirts of Riyadh as per a government 

mandate.  

Investment case 
1. We believe Yamama will benefit from the US$22.5bn Riyadh metro 

construction, which is one of the largest transportation projects in the 

Kingdom. 

2. We also believe that Yamama will take advantage of its factory relocation by 

ramping up its capacity and replacing its old production lines with new 

technology. 

Investment Risk 
We remain concerned about any unexpected delays or problems in the plant 

relocation, which can have negative impact on the company’s operations.   

 

Period End (SAR) 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue (mn) 1,576                     1,542               1,339               1,698               1,760               

Revenue Growth 9.3% -2.2% -13.2% 26.8% 3.6%

Gross profit margin 58.0% 57.1% 65.3% 56.0% 55.0%

EBITDA margin 67.6% 66.4% 61.9% 61.4% 61.4%

Net profit margin 51.9% 56.4% 51.9% 49.3% 49.1%

EPS 4.04                       4.30                 3.43                 4.14                 4.27                 

EPS Growth 10.5% 6.4% -20.2% 20.6% 3.1%

ROE 23.4% 23.2% 18.1% 21.2% 20.2%

ROCE 23.9% 21.3% 16.9% 21.0% 20.1%

Capex/Sales 4.7% 11.6% 5.8% 18.5% 17.0%  
Source: Company data, Al Rajhi Capital 

Research Department 
Abdullah M. Al-Jarbooa  

Tel +966 11 211 9471 , aljarbooaam@alrajhi-capital.com 
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Key themes & implications 

Driven by a revival of demand in the cement sector 
supported by government’s increased focus on 
infrastructure, for 2015, we remain positive on the 
growth prospects of Saudi Cement. Lack of time-
bound development plans limits the company’s 
growth prospects in future. For 2015, We expect 
Saudi Cement to increase its dividend distribution 
since there were no significant capital expenditure-
related announcements.  

 

Share information 

Market cap (SAR/US$) 15.54bn / 4.140bn 

52-week range 90.59 - 124.0 

Daily avg volume (US$) 3.1mn 

Shares outstanding 153.0mn 

Free float (est) 78% 

 
Performance 1M 3M 12M 

Absolute -1.4% -11.7% 0.8% 

Relative to index 2.0% 6.3% -2.4% 

 

Major Shareholder: 

GOSI 8.7% 

Khaled Abdulrahman Saleh Al Rajhi 7.9% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 13.7           14.7         15.2         14.5         

P/B (x) 4.8             5.5           5.4           5.3           

EV/EBITDA (x) 11.4           12.1         12.2         11.8         

Dividend Yield 7.1% 5.9% 6.2% 6.4%  
Source: Company data, Al Rajhi Capital 
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Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

The Saudi Cement Company (SCC) was 
established in 1955 to produce cement, cement 
products and invest in cement-related fields. The  
company operates two plants in the eastern region 
of Saudi Arabia. It produces ordinary portland,  
sulfate-resistant as well as oil-well cement, which  
is used for oil & gas infrastructure. Saudi  
Cement also exported its products to other GCC  
Countries. 

  
 

 

 

Saudi Cement 
High inventory remains a concern   
Saudi Cement delivered muted results during 2014 with revenues and profits 

falling by 15% and 7% respectively. This was inline with the trend of falling 

demand and profitability seen for the whole cement sector because of weak 

construction activities. Nevertheless, Saudi Cement remains one of the top 

players in the sector supported by strong balance sheet and high operating 

cash flows. The company also offers an attractive dividend yield of 6.2%. 

Looking at 2015, we expect the performance to alleviate gradually backed by a 

revival on the construction activities, and increased cement demand. Post the 

recent share price correction, we have upgraded Saudi Cement to Overweight 

with a revised target price at SAR117, implying an upside of 15.2%. 

Business overview 
Saudi Cement was established in 1955 to produce cement, cement products and 

invest in cement-related fields. The company operates two plants in the eastern 

region of Saudi Arabia. In September 2014, the company decided to close two 

kilns at its Hofuf plant in the eastern province, following refurbishment work 

due to weak demand and high inventory levels. The company intends to re-

operate these two kilns depending on market conditions. 

Investment case 
1. Saudi Cement is strategically located in the eastern region of the Kingdom. 

The location is in close proximity to high demand centers such as Dammam, 

Khobar and Riyadh. We expect the recovery in demand based on the 

government’s continued focus on infrastructure to positively impact the 

company’s sales volume and performance.  

2. Since 2010, Saudi Cement’s average dividend payout ratio is more than 90%. 

For 2015, we estimate a DPS of SAR7.7, implying an attractive dividend yield 

of ~6.2%. 

Investment risks 

1. Slowing construction activities is the major risk for the cement sector as well 
as the Saudi Cement company, which has 3.3 mn tons of clinker stock at the 
end of November 2014.  

2. Lower government spending in infrastructure owing to declining oil revenues 
will weigh on the company and the sector.  

Period End (SAR) 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue (mn) 2,203                     2,187               1,992               2,178               2,185               

Revenue Growth 28.4% -0.7% -8.9% 9.3% 0.3%

Gross profit margin 55.8% 58.7% 60.2% 54.8% 56.0%

EBITDA margin 60.9% 63.4% 65.4% 58.6% 59.9%

Net profit margin 50.0% 51.8% 53.2% 47.0% 49.0%

EPS 7.20                       7.40                 6.92                 6.70                 7.00                 

EPS Growth 32.5% 2.8% -6.5% -3.3% 4.5%

ROE 34.2% 35.6% 35.2% 36.0% 36.7%

ROCE 32.7% 34.4% 36.7% 34.7% 35.2%

Capex/Sales 2.0% 2.6% 4.9% 4.5% 4.5%  
Source: Company data, Al Rajhi Capital 

Research Department 
Abdullah M. Al-Jarbooa  

Tel +966 11 211 9471 , aljarbooaam@alrajhi-capital.com 
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Key themes & implications 

Qassim Cement enjoys close proximity to high-
growth areas such as central and western Saudi 
Arabia. The company also offers an attractive 
dividend yield of 6.7%. However, we are Neutral on 
the stock due to lack of fuel supply to its new 
expansion plans.  

 

Share information 

Market cap (SAR/US$) 8.51bn / 2.266bn 

52-week range 85.50 - 106.8 

Daily avg volume (US$) 1.6mn 

Shares outstanding 90.00mn 

Free float (est) 51% 

 
Performance 1M 3M 12M 

Absolute -1.0% -6.4% 4.7% 

Relative to index 2.4% 11.6% 1.5% 

 

Major Shareholder: 

Public Investment Fund 23.3% 

GOSI 19.9% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 12.7           15.1         16.2         15.2         

P/B (x) 4.3             4.5           4.6           4.6           

EV/EBITDA (x) 9.5             13.7         12.6         12.1         

Dividend Yield 6.6% 4.2% 6.3% 6.9%  
Source: Company data, Al Rajhi Capital 
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Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

 
Qassim Cement Company was established in 1976 
and mainly produces ordinary portland, sulfate 
resistant and limestone cement. The company 
banks on Riyadh and the central region for its 
sales. Qassim Cement enjoys the highest margin 
among the cement players, but was not able to 
execute its capacity expansion plans, which would 
limit future growth.  

  
 
 

 

Qassim Cement 
Dividend yield to attract investors  
Qassim Cement is one of the Kingdom’s low-cost cement producers. The 

company has a long history of high dividend payout ratio and stock stability. 

Although Qassim Cement enjoys close proximity to high-growth areas of the 

Kingdom and maintains high capacity utilization rates, which are positive 

factors, its growth prospects are limited due to absence of any new capacity 

additions. We maintain our Neutral rating on Qassim Cement but raise our 

target price to SAR96.2. 

Business overview 
Qassim Cement started its operations in 1976 and produces mainly ordinary 

portland, sulfate resistant and limestone cement. The company focuses on 

Riyadh and the central region for its sales. Qassim Cement had lined up plans to 

build a new line with a capacity of 5,500tpd of clinker, but Saudi Aramco refused 

to allocate fuel supply to this capacity. With regard to expansion plans, the 

company has not laid down any concrete plans. Hence, we do not expect any 

capacity increase in 2015.   

Investment case 
1. Qassim Cement has been operating at more than 100% capacity utilization 

over the last three years. The company’s capacity utilization stood at 103.8% 

in 2011, 101% in 2012 and 104% in 2013. For H12014, the company’s capacity 

utilization stood at 104%. Since Qassim Cement does not have any expansion 

plans, we expect the current production and sales volumes to remain stable at 

the current levels in 2015. 

2. Qassim Cement has maintained a dividend payout of over 90% since 2009. 

For 2015, we estimate a DPS of SAR6.5. With the company maintaining the 

current levels of production and sales volume and given the absence of any 

expansion plans for 2015, we expect it to deliver an attractive dividend yield of 

6.3%.  

Investment risks 

1. Lack of clarity on future expansion makes Qassim Cement less favorable to 

investors over the ones with active growth plans. 

2. Falling oil prices would force the government to slow down its spending on 

infrastructure and housing projects. 

Period End (SAR) 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue (mn) 1,048                     1,051               1,001               1,051               1,062               

Revenue Growth 1.3% 0.3% -4.7% 5.0% 1.0%

Gross profit margin 58.6% 68.9% 61.3% 56.0% 58.0%

EBITDA margin 63.8% 76.7% 57.6% 59.2% 61.1%

Net profit margin 53.5% 63.9% 56.3% 50.0% 52.7%

EPS 6.23                       7.46                 6.27                 5.84                 6.21                 

EPS Growth 1.5% 19.7% -16.0% -6.8% 6.4%

ROE 28.5% 33.8% 29.1% 28.0% 30.1%

ROCE 29.4% 35.0% 30.6% 28.4% 30.5%

Capex/Sales 1.9% 2.9% 1.4% 4.8% 4.8%  
Source: Company data, Al Rajhi Capital 

Research Department 
Abdullah M. Al-Jarbooa   

Tel +966 11 211 9471 , aljarbooaam@alrajhi-capital.com 

http://www.efa.biz/


Yanbu Cement 
Cement – Industrial 
YNCCO AB: Saudi Arabia 

January 2015 

  

 
    
Rating OVERWEIGHT    

Target price SAR83.3(27.2% upside) 

Current price SAR65.5 
 

   
Disclosures Please refer to the important disclosures at the back of this report. Prices as on 28

 
Dec 2014 

Powered by EFA Platform 34 

 

Key themes & implications 

Yanbu Cement Company (YCC) enjoys strong 
presence in the Saudi Arabian market. The 
company is strategically located in the high- 
demand areas of Jeddah, Makkah and Madinah 
regions. Yanbu Cement is also located close to 
sources of raw materials. We expect the company 
to deliver a robust performance over the next few 
quarters following a revival in the pace of 
construction activities in the Kingdom with a 
turnaround in demand.    

 

Share information 

Market cap (SAR/US$) 10.32bn / 2.747bn 

52-week range 56.59 - 81.00 

Daily avg volume (US$) 4.4mn 

Shares outstanding 157.5mn 

Free float (est) 51% 

 
Performance 1M 3M 12M 

Absolute -0.4% -14.7% 0% 

Relative to index 3.0% 3.3% -3.2% 

 

Major Shareholder: 

Public Investment Fund 23.3% 

GOSI 19.9% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 12.6 13.0 12.8 12.4

P/B (x) 3.1 3.1 2.9 2.8

EV/EBITDA (x) 10.2 10.6 9.8 9.4

Dividend Yield 6.0% 4.6% 5.3% 6.5%  
Source: Company data, Al Rajhi Capital 
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Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

Yanbu Cement Company (YCC) was established in 
1976 with an initial production capacity of 3 mn 
tons. It is one of Saudi Arabia’s largest companies. 
The company has expanded its capacity by more 
than six times over the past three decades. Yanbu 
Cement enjoys a strong presence in the western 
part of the country as well as a comparative 
advantage over its industry peers due to its close 
proximity to commercial hotspots in the Kingdom.  

  
 
 

 

Yanbu Cement 
Strong upside potential  
Yanbu Cement Company is located close to the commercial hot spots, which 

have a strong pipeline of high value mega infrastructure. Given this scenario, 

there is a strong potential for the company to improve utilization rates from 

current levels. We believe YCC will also benefit from its close proximity to 

sources of raw materials as well. YCC remains one of our top picks in the 

Cement sector. We maintain Overweight rating on the stock with a revised 

target price of SAR83.3, which implies an upside of 27.2%. 

Business overview 
Yanbu Cement Company (YCC) was established in 1977 and has started its 

operations in 1979. The company is one of the oldest and largest cement 

companies in the Kingdom, with a strong presence in the western part of the 

country. YCC has expanded its capacity more than six times over the past three 

decades and enjoys a comparative advantage over most of its industry peers due 

to its location in the western region, which is a major hot spot for a high value 

construction project. The company also benefits from the availability of cheap 

raw materials in the western part of KSA. 

Investment case 
1. The company is located close to the commercial hot spots, which have a strong 

pipeline of high value mega infrastructure. Given this scenario, there is a 

strong potential for the company to improve utilization rates from current 

levels. 

2. There is also a potential for the company to increase pay-out ratio and offer 

even more attractive dividend yield from currently 5.3%. 

Investment risk 
We expect YCC to gradually face competition as more companies are looking to 

foray into the western province market. The company is already facing rising 

competition from Arabian Cement. With entry of more players into the market, 

we expect the competitive landscape of the region to turn more intense.  

    

Period End (SAR) 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue (mn) 1,496                     1,620               1,597               1,708               1,745               

Revenue Growth 32.2% 8.3% -1.5% 6.9% 2.2%

Gross profit margin 52.9% 54.6% 53.8% 52.0% 53.0%

EBITDA margin 63.2% 65.2% 64.3% 60.7% 61.2%

Net profit margin 48.1% 50.7% 49.8% 47.2% 47.8%

EPS 6.86                       6.26                 5.04                 5.12                 5.30                 

EPS Growth 35.9% -8.7% -19.4% 1.5% 3.5%

ROE 23.4% 25.0% 23.4% 22.1% 21.6%

ROCE 18.4% 22.7% 21.4% 20.4% 20.2%

Capex/Sales 5.3% 5.6% 7.8% 8.0% 8.5%  
Source: Company data, Al Rajhi Capital 

Research Department 
Abdullah M. Al-Jarbooa   

Tel +966 11 211 9471 , aljarbooaam@alrajhi-capital.com 
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Key themes & implications 

We are positive on SPCC’s growth prospects due 
to favorable factors such as the government’s 
increased focus on infrastructure, a strong project 
pipeline and steady demand recovery. However, 
with near-term headwinds, we are neutral on the 
stock and await a better clarity.      

 

Share information 

Market cap (SAR/US$) 15.34bn / 4.086bn 

52-week range 91.31 - 122.3 

Daily avg volume (US$) 1.2mn 

Shares outstanding 140.0mn 

Free float (est) 42% 

 
Performance 1M 3M 12M 

Absolute 4.8% -3.8% -0.4% 

Relative to index 8.2% 14.2% -3.6% 

 

Major Shareholder: 

General fund investments 37.4% 

General Organization for Social Insurance 15.8% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 15.3           13.2         16.0         12.0         

P/B (x) 5.6             5.5           5.1           4.4           

EV/EBITDA (x) 13.7           14.0         13.2         10.2         

Dividend Yield 6.4% 4.6% 5.0% 5.2%  
Source: Company data, Al Rajhi Capital 
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Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

Southern Province Cement Company (SPCC) is a 
major cement supplier to the southern region of the 
Kingdom. The company was established in 1978 
and is located in Abha in south-west Saudi Arabia. 
SPCC’s first factory is located in Jazan near the 
Almasarhh province. The company’s second 
factory is situated in Mount Bisha Mahawi and its 
third factory is in the province of Qunfudah Mecca. 
SPCC owns four subsidiaries that work across 
utilities and construction materials sectors. The 
company was primarily set up to cater to the 
demand for cement in the southern region.   

  
 
 

 

Southern Province Cement Co. 
Big expansion plans  
Southern Province Cement Company (SPCC) is a major cement supplier to the 

southern and western regions of KSA. In order to cater to the anticipated 

demand recovery, the company plans to scale up its existing capacity by about 

40% by the end of 2015. However we believe that these expansion plans might 

face difficulties as oil prices have dropped substantially and thereby the 

expected government fuel subsidies may not come through. We maintain our 

Neutral rating on the stock with a revised target price of SAR120.      

Business overview 
SPCC is a major cement supplier to the southern region of the Kingdom. The 

company was established in 1978. Located in south-west Saudi Arabia, SPCC 

was primarily established to cater to the demand in the region. SPCC’s factory is 

located in Jazan region, which is known for extensive availability of limestone.  

Investment case 
1. SPCC has major expansion plans in the pipeline. By the end of 2015, the 

company plans to raise its production capacity to 35,000 tons per day. The 

company’s expansion plans indicate the management’s strong focus on 

growing its top-line. 

2. SPCC offers high dividend yields at around 5% for 2015e. 

Investment risks 
1. With major capacity expansion plans for the next few years, we are concerned 

about the company’s ability to secure subsidized fuel supply from Aramco 

given the falling oil prices.  

2. SPCC’s capital expenditure is expected to remain high for a few years. Thus, 

we expect the company not to increase its payout ratio significantly, as it 

requires cash balances for refinancing its debt obligations.  

Period End (SAR) 12/13A 12/14E 12/15E 12/16E 12/17E

Revenue (mn) 1,775                     1,895               1,927               2,401               2,455               

Revenue Growth -1.7% 6.8% 1.7% 24.6% 2.2%

Gross profit margin 65.1% 51.4% 55.0% 55.0% 56.0%

EBITDA margin 63.4% 59.0% 62.8% 62.9% 64.5%

Net profit margin 56.6% 61.3% 51.3% 51.5% 51.9%

EPS 7.18                       8.30                 7.07                 8.83                 9.10                 

EPS Growth 0.5% 15.6% -14.8% 24.9% 3.1%

ROE 36.5% 41.7% 34.0% 38.1% 34.7%

ROCE 35.3% 28.8% 29.5% 32.6% 31.0%

Capex/Sales 20.8% 37.3% 25.0% 22.0% 18.0%  
Source: Company data, Al Rajhi Capital 

Research Department 
Abdullah M. Al-Jarbooa  

Tel +966 11 211 9471 , aljarbooaam@alrajhi-capital.com 
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Key themes 

Given lack of growth in the telecom sector, dividends 
are the rational for holding telecom stocks. As capex 
increases and companies move from growth 
territories to value territories, free cash flows 
become all the more critical to sustain/increase 
dividends.  

Implications 

STC holds a significant advantage over Mobily with 
its superior cash flow generation and is our top pick 
in the sector. Mobily is enduring difficult times as it 
restated its past financials and is involved in an 
arbitration with Zain KSA. Recovery for Mobily will 
depend upon the outcome of its arbitration, which 
could take a long time in our view. 

What do we think? 

Stock Rating Price Target 

STC Overweight SAR80 

Mobily Neutral SAR51 

Zain KSA Under Review Under Review 

Pritish K. Devassy, CFA 
Senior Research Analyst 

Tel +966 11 2119370, devassyp@alrajhi-capital.com 

Saudi Telecom Sector 
Dividend attraction 
Given the saturation in the telecom market, the Saudi telecom sector appears to 

be well past its growth days. We believe dividends should be the main rationale 

for holding telecom stocks. As capex increases and companies move from 

growth territories to value territories, free cash flows become all the more 

critical to sustain/increase dividends. We believe this is an area where STC 

holds a significant advantage over Mobily with its superior cash flow 

generation. Mobily is enduring difficult times as it restated its past financials, 

causing the stock to plummet by ~50%. Apart from its restatements, it is also 

now involved in a conflict with Zain KSA, stating that it is yet to receive 

SAR2.2bn from the latter. STC, on the other hand, is on a cost-cutting spree, 

which helped to increase its dividends to SAR1 from SAR0.75 per share in Q3 

2014. STC is easily our top pick in the telecom sector. 

Saturated telecom market: The telecom sector is one of the three biggest 

sectors by market capitalization in Saudi Arabia. In terms of subscribers, the 

sector is the biggest in the Middle East region with over 51mn mobile 

subscribers. The market after years of good growth in the past, has slowed down 

because of saturation in subscriber penetration. According to CITC data, the 

market penetration stands at ~170% and is among the highest across the world. 

Following the saturation in voice subscriber growth, the growth in later years 

was mainly led by the mobile broadband boom, which saw a rapid rise in data 

penetration. Data users are keener in Saudi Arabia than most other regions of 

the world given the lack of entertainment options. However, even data revenues 

have slowed down with pricing cuts and gradual overall market saturation. The 

telecom players in pursuit of growth have started catering to the ICT business. 

However the potential is limited in ICT and is a low margin business as well. 

High prices, ARPU and margins: The market is highly competitive with 

frequent promotional offers. Despite this, price charges for voice calls in Saudi 

Arabia are among the highest in the world. High prices result in high ARPUS, 

which in turn, lead to superior margins for the companies. In a global context, 

Saudi Arabia and its Gulf peers have seen much lesser competition than its 

Western counterparts due to the relatively favorable regulatory environment as 

the government owns substantial stakes in telecom operators. Any decision to 

cut interconnection rates could weigh on the sector. Given the high prices and 

ARPU, there is more possibility of prices moving down in the future.  

Recent updates: The sector has been hit hard by accounting restatements 

announced by Mobily, wherein in Q3 2014 it revised around 23% of its past 

reported revenues and 10% of its past earnings announced over the past few 

quarters. This resulted in the stock plummeting by ~50% in the past month. 

Mobily’s earnings will now be revised to a new normal. The market will see the 

entry of 2-3 more players (Lebara through Mobily and Virgin Mobiles through 

STC) in the form of mobile virtual network operators. These players will not 

have their own fixed assets, but will depend on existing players for accessing 

network. This will intensify competition in the lower ARPU segment and could 

be a negative development for Zain KSA. MVNOs have cornered around 15% 

market share in the neighboring country of Oman.  
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In a separate development, Mobily announced that it has requested arbitration with regard to 

its accounts receivable from Zain KSA. As per Mobily, based on a service agreement with Zain 

KSA regarding providing services such as national roaming, site sharing, transmission links 

signed in mid-2008, an amount of SAR2.2bn was due to Mobily till November 2013. As per 

the announcement, Mobily has since then tried to reach an amicable settlement with Zain 

KSA. However, Zain KSA says it owes only SAR13mn to Mobily (source: gulfbusiness). As per 

the same website, the CEO has brushed aside these claims as not valid. 

2015 outlook: The telecom sector is facing increased challenges not just in Saudi Arabia, but 

also across the globe with most telecom companies struggling for growth. The telecom sector 

faces a unique situation of higher capex requirements in their mature phase unlike most 

other sectors. Generally when sectors mature, the capex levels decrease as most of the capital 

expenses would be related to maintenance costs in the absence of expansions. However, the 

capex is high even in the mature phase for the telecom industry because of a) technology 

upgradations (from 2G to 3G to 4G, etc) b) more investment toward enhancing capacity for 

data-hungry users, especially in urban areas given the bandwidth constraints – all of this with 

no proportionate increase in revenues. Saudi Arabia operates at the higher end of the 

spectrum for its data transmission, which has lower data capacity/bandwidth than the lower 

end of the spectrum. The sector’s declining voice revenues will have to stabilize before we can 

see a strong positive contribution from the data revenues to propel the overall growth of 

telecom companies. We think the top-line growth will be weak in 2015. As of now, the main 

growth in net income will mainly come from possible cost cuts. 

Conclusion: Given this situation, the attraction to hold the telecom stocks is mainly for its 

dividends and given the recent accounting restatements of Mobily, it is imperative to focus 

more on cash flows. STC is our clear pick in the telecom space because of the undervaluation 

of its assets, strong cash flow generation and dividends. STC recently raised its dividends per 

share in Q3 2014 to SAR1 from SAR0.75 in Q2 2014 and we expect it to continue. Overall STC 

is our top pick in the telecom sector. We are Overweight on STC and estimate the fair price of 

STC at SAR80 per share. We are Neutral on Mobily (fair price of SAR51 per share) and Under 

Review on Zain KSA. 
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Key themes & implications 

STC is currently focused on cost cutting measures, 
which have brought in huge savings in Q3 2014. 
We expect dividends to increase on the back of 
strong cash flow generation. Cleaner reporting 
standards have helped the stock to regain investor 
confidence; however, we think there is scope for 
more disclosures. STC remains our top pick in the 
Saudi Telecom sector. 

 

Share information 

Market cap (SAR/US$) 140.6bn / 37.45bn 

52-week range 53.50 - 75.76 

Daily avg volume (US$) 20.6mn 

Shares outstanding 2,000mn 

Free float (est) 16% 

 
Performance 1M 3M 12M 

Absolute 5.2% -4.4% 28.4% 

Relative to index 8.6% 13.6% 25.2% 

 

Major Shareholder: 

Public Investment Fund 70.0% 

GOSI 7.0% 

 

Valuation 

12/14E 12/15E 12/16E 12/17E

P/E (x) 12.2           12.7         12.4         12.1         

P/B (x) 2.3             2.2           2.1           2.2           

EV/EBITDA (x) 6.2             6.1           5.9           5.8           

Dividend Yield 5.0% 5.7% 7.1% 8.5%  
Source: Company data, Al Rajhi Capital 
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Company summary 

Saudi Telecom Company (STC) is the biggest 
telecom player in the Kingdom. Apart from Saudi 
Arabia, the company also has presence in Kuwait 
and Bahrain. While its voice subscriber growth is 
mostly saturated, STC continues to see robust 
growth in broadband subscriptions, especially in 
the fixed-line segment. 

  
 
 

 

Saudi Telecom Co. 
Our top pick in the sector 
Saudi telecom companies are transforming their business models in pursuit of 

steady revenue, since their heydays of rapid growth in mobile data revenues 

are a thing of the past. As capex increases and companies move from a growth 

model to a value model, free cash flows become all the more critical to 

sustain/increase dividends. We believe this is an area where STC holds a 

significant advantage over its competitors due to its superior cash flow 

generation. STC is currently focused on cost cutting measures, which have led 

to huge savings. With strong cash flow generation, we expect dividends to 

increase. STC is our top pick in the sector; we have an Overweight rating and a 

target price of SAR80 per share. 

Business overview 

STC is the largest telecom player in the Kingdom. The company has ~95% 

market share in the fixed-line voice segment and around 45% share in the 

mobile segment. After its unsuccessful international ventures, the company is 

focused back on the domestic space. Ensuring cleaner reporting standards have 

helped the stock to regain investor confidence; however, we think there is scope 

for more disclosures. 

Investment case 

1. STC had experienced volatility in its earnings in the past on account of 

uncertainty over the performance of its international subsidiaries. Exiting 

some international operations and more importantly, cleaner accounting 

standards have brought back investor interest in the stock.  

2. We believe the company is well placed to pay higher dividends than in the past 

backed by its huge cash and short-term investments in hand. Already, the 

success of its cost cutting operations has enabled the company to pay SAR1 

dividends per share in Q3 2014 from SAR0.75 dividends per share in Q2 2014. 

3. Both Mobily and STC, in pursuit of growth, have started to look for 

opportunities in the burgeoning ICT market, backed by the Saudi 

government’s spending on projects that are intensifying the demand for high-

quality ICT services.  

Investment risk 

1. Further impairments of assets, an aggressive pricing competition, and a 

higher-than-expected capex are the key risks to the company.  

 

Period End (SAR) 12/13A 12/14E 12/15E 12/16E 12/17E

Revenue (mn) 45,605                 46,045             46,544             46,925             47,358             

Revenue Growth 1.9% 1.0% 1.1% 0.8% 0.9%

Gross profit margin

EBITDA margin 40.5% 42.4% 42.2% 42.1% 42.0%

Net profit margin 24.1% 25.1% 23.8% 24.1% 24.6%

EPS 5.50                      5.78                 5.53                 5.66                 5.82                 

EPS Growth 47.3% 5.0% -4.2% 2.2% 2.8%

ROE 20.9% 19.7% 17.7% 17.4% 17.8%

ROCE 19.1% 17.6% 16.7% 16.9% 17.6%

Capex/Sales 16.7% 14.3% 17.0% 16.0% 15.0%  
Source: Company data, Al Rajhi Capital 

Pritish K. Devassy, CFA  
Senior Research Analyst  

Tel +966 11 2119370, devassyp@alrajhi-capital.com 
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Key themes & implications 

The CMA’s decision on Mobily’s accounting 
restatements and arbitrage with Zain KSA will 
determine the direction of Mobily’s stock price over 
the short-term. Fundamentally, the company’s core 
business is weakening with poor growth prospects. 

 

Share information 

Market cap (SAR/US$) 37.37bn / 9.95bn 

52-week range 38.53 - 98.04 

Daily avg volume (US$) 53.8mn 

Shares outstanding 770.0mn 

Free float (est) 61% 

 

Performance 1M 3M 12M 

Absolute -7.7% -45.9% -42.7% 

Relative to index -4.3% -27.9% -45.9% 

 

Major Shareholder: 

Emirates Telecoms Corp. 27.4% 

GOSI 11.8% 

 

Valuation 

12/14E 12/15E 12/16E 12/17E

P/E (x) 11.3           10.1         11.1         11.1         

P/B (x) 1.6             1.6           1.5           1.5           

EV/EBITDA (x) 7.5             6.9           7.0           6.9           

Dividend Yield 7.2% 7.1% 8.0% 8.5%  
Source: Company data, Al Rajhi Capital 
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Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

Mobily is the second-largest telecom operator in 
Saudi Arabia. Established in 2004, Mobily provides 
mobile voice and data services to home and 
business users. 

  
 
 

 

Etihad Etisalat 
Weakening core business 
Mobily has seen its share price plummet by around 50% over the past few 

months given its recent accounting restatements, which revised down revenues 

by around 25% and profits by 10%. The company is also embroiled in 

arbitration with Zain KSA over SAR2.2bn of accounts receivable. Given the 

saturation in mobile subscriber penetration and gradually slowing mobile data 

growth, Mobily is seeking growth in the ICT business segment. However, we 

believe this will not help the company to achieve high growth as experienced in 

the past. Mobily is expected to publish its detailed audit report, which will be 

keenly watched. CMA’s decision on Mobily’s accounting restatements and 

arbitrage with Zain KSA will determine the direction of Mobily’s stock price 

over the short-term. We remain Neutral on Mobily with a target price of SAR51 

per share. 

Business overview 

Mobily is an associate of UAE-based Etisalat, which holds ~27% stake. The 

company is the second authorized provider of mobile telecommunication 

services in Saudi Arabia. Established in 2004, Mobily provides mobile voice and 

data services to home and business users. Mobily and Etihad Jawraa 

Telecommunications and Information Technology Company (Etihad Jawraa) 

had entered into a mobile virtual network operator (MVNO) agreement in 2013. 

Under the terms of the agreement, Etihad Jawraa shall use Mobily’s network 

infrastructure to provide mobile services to its retail customers as an MVNO, 

after obtaining the necessary license from the governmental authorities. 

Investment case 

1. Investor interest will depend on Mobily’s audit report and the CMA’s decision 

on Mobily’s restatement. 

2. Mobily is expected to see a y-o-y decline in dividend per share in 2014. 

3. Mobily’s venture into ICT business will not enable it to see the high growth 

experienced in the past. ICT businesses are low-margin businesses as well.  

Investment risk 

1. Higher-than-expected provisions and write-offs are its key downside risks. 

 

Period End (SAR) 12/13A 12/14E 12/15E 12/16E 12/17E

Revenue (mn) 25,191                 17,262             17,679             17,293             17,291             

Revenue Growth 6.8% -31.5% 2.4% -2.2% 0.0%

Gross profit margin 51.4% 61.0% 62.0% 62.0% 62.0%

EBITDA margin 36.5% 38.2% 41.0% 40.5% 40.5%

Net profit margin 26.5% 19.1% 20.9% 19.6% 19.4%

EPS 8.67                      4.28                 4.80                 4.39                 4.35                 

EPS Growth 10.9% -50.7% 12.1% -8.5% -0.9%

ROE 29.8% 14.1% 15.8% 14.0% 13.7%

ROCE 19.7% 9.1% 9.8% 8.9% 8.8%

Capex/Sales 15.4% 41.1% 28.0% 20.0% 18.0%  
Source: Company data, Al Rajhi Capital 

Pritish K. Devassy, CFA  
Senior Research Analyst  

Tel +966 11 2119370, devassyp@alrajhi-capital.com 
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Key themes & implications 

Zain KSA is more of a trading idea than a pick 
based on fundamentals, given the extent of losses 
and performance. We believe there is a long way to 
go before the company starts seeing profits. 

 

Share information 

Market cap (SAR/US$) 7.44bn / 1.982bn 

52-week range 5.80 - 11.41 

Daily avg volume (US$) 52.7mn 

Shares outstanding 1,080mn 

Free float (est) 48% 

 
Performance 1M 3M 12M 

Absolute -22.9% -34.2% -24.7% 

Relative to index -19.5% -16.2% -27.9% 

 

Major Shareholder: 

Mobile Telecommunications Co. (Kuwait) 25.0% 

Faden Trading and Contracting 6.8% 

 

Valuation 

12/14E 12/15E 12/16E 12/17E

P/E (x) na na na na

P/B (x) 1.4             1.7           2.1           2.4           

EV/EBITDA (x) 19.2           18.5         12.3         10.3         

Dividend Yield 0.0% 0.0% 0.0% 0.0%  
Source: Company data, Al Rajhi Capital 

 

Performance 

67

73

78

84

90

96

101

107

5.20

6.20

7.20

8.20

9.20

10.20

11.20

12.20

Price Close Relative to TADAWUL FF (RHS)

-10

30

70

12/13 03/14 07/14 10/14

R
S

I1
0

 
Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

Zain KSA, the latest mobile entrant in the 
Kingdom’s telecom market, is an affiliate of Kuwait-
based Zain Group, a leading telecom player 
operating in major MENA markets. Launched in 
2008, the company is the Kingdom’s third-largest 
telecom operator. It is purely a mobile player with a 
subscriber market share of less than 15%. 

  
 

 

 

Zain KSA 
Still a long way to go 
We believe Zain KSA has a long way to go before it starts to see profits and 

generate free cash flow. Given the extent of losses and performance, the stock is 

more of a trading idea than a pick based on the fundamentals.  Further, Zain 

KSA has announced plans to seek approval for the reduction in equity capital, 

equivalent to its accumulated losses from SAR10.8bn to SAR5.8bn, resulting in 

a ~46% reduction. This would result in a decline in its number of shares to 

583.7mn from 1.08bn. If approved, this will not have any impact on Zain KSA’s 

total market capitalization, but will increase its existing fair value per share by 

1.85 times. Zain is currently focusing on mobile data given the increasing 

congestion in the networks of its competitors. In view of the recent arbitration 

issue with Mobily, we have placed the stock under review.  

Business overview 

Zain KSA, the latest mobile entrant in the Kingdom’s telecom market, is an 

affiliate of Kuwait-based Zain Group. Launched in 2008, the company is the 

Kingdom’s third-largest telecom operator with a market cap of around USD2bn. 

However, the company is saddled with high debt, which results in high interest 

expenses, making it difficult for it to engineer a turnaround. 

Investment case 

1. Given the extent of losses and performance, the stock is more of a trading idea 

than a pick based on the fundamentals. In our view, there is a long way to go 

before Zain KSA can see profits and generate free cash flow. 

2. The company has been given some cushion by the Saudi government, allowing 

it to defer its license fee payments for seven years. Zain has also been 

successful in lowering its cost of funds recently through a debt restructuring 

program. 

3.  Zain KSA has announced plans to seek approval for the reduction in equity 

capital, equivalent to its accumulated losses from SAR10.8bn to SAR5.8bn, 

resulting in a ~46% reduction. If approved, this will increase the company’s 

existing fair value per share by 1.85 times. 

Investment risks 

1. The upside potential for the company is mainly its continued growth in data 

subscribers.  

Period End (SAR) 12/13A 12/14E 12/15E 12/16E 12/17E

Revenue (mn) 6,523                     6,233               6,538               6,806               7,059               

Revenue Growth 5.7% -4.4% 4.9% 4.1% 3.7%

Gross profit margin 48.1% 51.7% 51.7% 55.0% 57.0%

EBITDA margin 13.7% 17.5% 17.5% 25.0% 28.0%

Net profit margin -25.3% -20.5% -18.2% -11.0% -6.3%

EPS (1.53)                      (1.18)                (1.10)                (0.69)                (0.41)                

EPS Growth 22.4% -22.7% -6.6% -37.4% -40.9%

ROE -21.7% -20.9% -24.4% -19.1% -13.3%

ROCE -4.2% -2.4% -2.3% -0.1% 1.5%

Capex/Sales 12.0% 9.3% 10.0% 10.0% 10.0%  
Source: Company data, Al Rajhi Capital 

Pritish K. Devassy, CFA 
Senior Research Analyst  

Tel +966 11 2119370, devassyp@alrajhi-capital.com 
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Key themes 

Saudi Arabia’s food consumption is expected to 
continue to grow at a robust pace on the back of 
increasing population, favorable demographics and 
rising disposable income. Saudi food companies are 
expanding their product offering and distribution 
capabilities to cater to the rising demands. 
Companies are also expanding their presence 
outside the Kingdom to tap into new markets. Food 
prices have been falling consistently over the last 
few years, but have stabilized now.  

Implications 

The sector has outperformed the TASI for the 
second year driven by strong fundamentals and 
rapid earnings growth. However, the current 
valuations already account for most of the growth 
potential. We currently have a neutral rating on 
Almarai, Savola and Saudi Airlines Catering. We are 
Overweight on Herfy on the back of rapid restaurant 
additions in 2014. We believe the company will 
continue its aggressive expansion  strategy in 2015.  

What do we think? 

Stock Rating Price Target 

Almarai Neutral SAR79.9 

Savola Neutral SAR81.3 

Herfy Overweight SAR120.7 

Catering Neutral SAR194.0 

Research Department 
ARC Research Team 

Tel +966 11 2119370, devassyp@alrajhi-capital.com 

Food & Agriculture Sector 
To continue on its growth trajectory  
The Food sector outperformed the Saudi market for the second consecutive 

year, delivering an impressive return of more than 32% YTD. The sector’s 

fundamentals remain strong with favourable demographics and rising 

disposable income. The changing dietary patterns and increased health 

awareness are also supporting the growth of the food sector. Though the stock 

valuations had run ahead of themselves, the recent correction in the market 

has brought valuations back to reasonable levels. As a result, we believe the 

sector is fairly valued at the current levels and we remain Neutral on the 

overall sector. Herfy is our top pick in the sector on the back of its aggressive 

restaurant additions. We are Overweight on Herfy with a fair price of 

SAR120.7, whereas we have a Neutral rating on the other three companies 

under our coverage (Savola, Almarai and Saudi Airlines Catering).  

Food consumption growth to remain strong: Saudi food consumption is 

expected to continue to grow at a high rate on the back of increasing population, 

favourable demographics, rapid urbanization and rising disposable income. BMI 

expects total food consumption to grow by 8% in 2014 and at a CAGR of 7.6% 

from 2013-2018. Per capita food consumption is expected to rise by 6% y-o-y in 

2014 and at a CAGR of 5.8% from 2013-2018. The young population is driving 

the demand for western food and beverages.  

Global food prices stabilize after sharp fall: Global food prices have been in a 

downtrend since mid-2011. The FAO food price index touched a 50-month low 

after falling for the seventh consecutive month to reach 192.3 in October. Dairy 

and Vegetable oil prices have led the fall in the index this year, while meat and 

sugar prices increased over the same period. After having fallen by 20% from the 

highest level seen in February 2011 the food prices have stabilized in the past 

three months. In our view for 2015, food prices are likely to remain under 

pressure due to ample reserves and high production. Lower food prices augur 

well for the margins of Saudi food companies.   

Food companies expanding rapidly: Saudi food sector companies have lined 

up aggressive capex plans. Companies are looking to increase their capacities as 

well as distribution networks in order to expand their presence in the region. 

Almarai has a huge capex plan of more than SAR3bn annually under its 5-year 

program. The company is looking to expand its presence in the MENA region 

through its subsidiary IDJ. Savola, which started a new sugar refinery plant in 

Egypt in 2014, is in talks to acquire Kuwait Food Company. Herfy is also 

expanding aggressively, opening 31 restaurants by the first week of Q4 2014. The 

company has raised additional funds, indicating that it plans to continue 

opening new restaurants in the near future. Similarly, Saudi Airlines Catering is 

also raising its production capacity to cater to new markets like religious 

catering.  

Working toward improving food security: Saudi Arabia is looking at the 

overseas markets in a bid to increase its food security. The Kingdom is phasing 

out domestic wheat production completely by 2016 and is encouraging food 

companies to acquire agricultural land abroad. Several Saudi food firms had 

invested in Sudan, Lebanon, Syria and Egypt. Leading the way, Almarai has 

acquired farm lands in Argentina and the US, and has also started receiving 

shipments from the same. The company has plans to eventually import 100% of 

its feed requirements.
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Recent developments: Recently Savola announced that it in talks with Takween to sell its 

plastics packaging business. This is in line with the company’s strategy to sell non-core 

business and investments in order to focus on growing its core business of food products. As 

mentioned above the company is also in talks to acquire Kuwait Food Company, a leading 

operator of restaurants and food manufacturer. Meanwhile, Herfy is on an aggressive 

expansion spree opening more than 30 restaurants by the first week of Q4 2014. The 

company has also raised around SAR50mn in Q4 2014, and is likely to continue to add 

restaurants in an aggressive manner in 2015. On the other hand, Almarai announced in Q3 

that its poultry segment will not be able to achieve its target of reaching breakeven in Q4 

2014, which is now expected to be reached sometime in 2015. Meanwhile, Saudi Airlines 

Catering reported that it signed contracts worth nearly SAR190mn for its non-airlines 

division in Q3 2014. 

Conclusion: Saudi Food consumption is expected to continue growing at a strong rate over 

the medium-term supported by high proportion of young population and rising incomes. 

According to Saudi Agro-Food, the Kingdom’s food consumption is expected to jump 55.3% 

by 2016 to US$66bn, outperforming other regional markets, while the per capita 

consumption is expected to rise 40% during the same period. The Food & Agriculture sector 

outperformed the TASI for the second consecutive year, delivering an impressive return of 

more than 32% in 2014YTD. The sector did witness a correction over the last couple of 

months, in line with the overall market, which we believe has brought valuations back to 

reasonable levels. At current valuations we believe the market has mostly accounted for the 

potential growth of the companies under our coverage. We have a Neutral rating on Savola, 

Almarai and Catering, while we are Overweight on Herfy.   
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Key themes & implications 

Almarai’s core business segment, Diary and its 
relatively new Fruit Juice and Bakery businesses 
have witnessed strong growth, with improving 
margins. Poultry still remains the company’s 
Achilles heel, with the management pushing back 
the expected breakeven target to 2015. Given the 
ever-increasing population and changing dietary 
habits, we expect the company’s core businesses 
to remain the key growth drivers in 2015. We are 
currently Neutral on the stock. 

 

Share information 

Market cap (SAR/US$) 47.57bn / 12.67bn 

52-week range 52.50 - 81.84 

Daily avg volume (US$) 14.4mn 

Shares outstanding 600.0mn 

Free float (est) 34.5% 

 
Performance 1M 3M 12M 

Absolute 8.0% -0.9% 48.2% 

Relative to index 10.2% 16.8% 43.9% 

 

Major Shareholder: 

Savola Al-Azizia United Co 36.5% 

Al-Saud Sultan Mohamed 28.6% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 31.7           28.9         23.8         18.9         

P/B (x) 4.7             4.3           3.8           3.4           

EV/EBITDA (x) 18.8           17.9         14.9         12.8         

Dividend Yield 1.3% 1.5% 1.9% 2.3%  
Source: Company data, Al Rajhi Capital 
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Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

Almarai is the largest integrated dairy foods 
company in the world, with a reputation for quality 
among the Gulf states in which it operates. 
Almarai’s network extends across the Arabian 
Peninsula, leading the agricultural, dairy processing 
and food distribution industries. Founded in 1976, 
the company started as a pure-play dairy company 
before it expanded to include cheese, bakery, juice, 
and poultry in its product portfolio. 

  
 

 

 

Almarai 
Leading food company  
Almarai is one of the fastest growing food companies in the MENA region.  The 

company’s core business segment is Dairy with the others being Bakery, Fruit 

Juice and Poultry segments. Almarai is the leading brand in dairy products in 

the region. We are positive on Almarai’s growth prospects given the fast 

increasing population and changing dietary habits. The core Dairy segment 

will continue to drive the company’s earnings, with Bakery and Fruit Juice 

segments further supporting growth. The Poultry segment, which has been the 

Achilles heel for the company will not meet its target of reaching breakeven in 

the last quarter of 2014. The segment is now expected to turn profitable in the 

latter half of 2015. This could further boost the company’s earnings and 

margins. We are currently Neutral on Almarai with a target price of SAR79.9.  

Business overview 

Dairy and Juice: This business segment includes dairy products and fruit 

juices. Fresh dairy accounts for around 40% of the company’s total revenues. 

This includes products like fresh laban, fresh milk, flavored milk etc. Cheese & 

Butter products account for about 14.5% of total revenues, while Fruit Juice and 

Long-life Dairy account for 13% and 9.5% respectively.   

Poultry: Almarai started the poultry segment with the acquisition of Hail 

Agriculture Development Company in October 2009. The segment has a 

production capacity of 200mn birds annually. However, the segment has not 

achieved breakeven yet as the company is having issues with bird mortality rate.  

Bakery & Others: Almarai’s bakery products are marketed under the L’usine 

brand (with a portfolio of bread, pastry, cakes and biscuits) and the 7 Days 

brand (pastry and cakes). They are among the leading brands in Saudi Arabia.   

Investment case 
1. Almarai is increasing its presence outside the Kingdom and reducing its 

dependence on the Saudi market. The company is also improving its 

distribution network, which will provide it a wider reach in the region. 

Further, new product launches should help improve its market share.  

2. The poultry segment is expected to become profitable in the latter half of 2015. 

If this target is achieved, it will significantly boost the company’s bottom line.  

Investment risks 
1. If the poultry segment does not reach breakeven in 2015, it could have a 

negative impact on our estimates and rating.  

2.  A slowdown in demand for Dairy products will hit the company’s bottom line.   

Period End (SAR) 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue (mn) 9,883                 11,219              12,545              13,878              15,577              

Revenue Growth 24.3% 13.5% 11.8% 10.6% 12.2%

Gross profit margin 35.5% 35.2% 34.9% 35.7% 37.0%

EBITDA margin 27.7% 27.9% 26.4% 28.8% 29.6%

Net profit margin 14.6% 13.4% 13.1% 14.4% 16.2%

EPS 2.40                   2.50                  2.74                  3.33                  4.20                  

EPS Growth 26.4% 4.3% 9.4% 21.6% 26.2%

ROE 20.2% 17.0% 15.4% 16.9% 19.0%

ROCE 10.8% 9.4% 9.6% 11.0% 12.8%

Capex/Sales 29.5% 23.9% 25.0% 22.0% 18.0%  
Source: Company data, Al Rajhi Capital 

Research Department 
ARC Research Team 

Tel +966 11 2119370, devassyp@alrajhi-capital.com 
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Current price SAR82.3 
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Key themes & implications 

The increasing contribution of the retail segment to 
Savola’s top-line and bottom-line underlines its 
growing importance. The company’s aggressive 
store expansion plans are expected to have a 
positive impact on its top-line and bottom-line. This 
indicates that the retail segment will be the key 
growth driver for the company in 2015.     

 

Share information 

Market cap (SAR/US$) 44.33bn / 11.80bn 

52-week range 57.00 - 88.25 

Daily avg volume (US$) 11.6mn 

Shares outstanding 534.0mn 

Free float (est) 60% 

 
Performance 1M 3M 12M 

Absolute 10.7% 1.2% 32.8% 

Relative to index 12.9% 18.9% 28.5% 

 

Major Shareholder: 

Mohammed Ibrahim Alisa 11.9% 

General Oraganistion for Social Insurance 10.9% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 25.2           21.8         20.4         16.2         

P/B (x) 4.6             4.2           3.9           3.5           

EV/EBITDA (x) 16.0           19.4         14.7         12.4         

Dividend Yield 2.3% 2.5% 2.8% 3.7%  
Source: Company data, Al Rajhi Capital 
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Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

Savola is a conglomerate with market leading 
positions in Saudi food and retail industries. The 
group operates its businesses through three broad 
sectors – ‘Savola Foods Sector’ comprising edible 
oil, sugar and pasta; ‘Savola Retail Sector’ 
comprising retail (Panda and Hyper Panda); and 
‘Savola Plastics Sector’. Furthermore, Savola has 
made substantial investments in Almarai (the 
leading dairy company in the GCC region) and 
Herfy (a successful fast food chain) with 36.5% and 
47.6% stakes, respectively. 

  
 

 

 

Savola 
Retail to be the key growth driver 
Savola is one of the biggest food sector companies in the MENA region. The 

company has interests in food manufacturing, retail and plastic packaging. 

Savola’s retail subsidiary – Azizia Panda – is a market leader in the grocery 

retailing segment of the Kingdom. The increasing contribution of the retail 

segment to Savola’s top-line and bottom-line underlines its growing 

importance. In the Food segment, the company recently started a new beet 

sugar refinery in 2014. Favourable demographics and rising disposable 

income are expected to positively impact the retail and food sectors of the 

Kingdom. The company is in the process of consolidating its business. It is in 

talks to sell its non-core plastics packaging business division, while at the same 

time it is also in talks to acquire Kuwait Food Company. We are currently 

Neutral on the stock with a target price of SAR81.3.  

Business overview 
Savola Group is one of the largest diversified conglomerates in the MENA 

region. The company was established in 1979 and has a wide portfolio of 

businesses that include three core sectors – Foods, Retail and Plastics. The 

company enjoys 62% market share in the Kingdom’s edible oil market and 68% 

market share in the sugar market of the Kingdom. In addition, the company 

holds substantial stakes in other listed food sector companies. Savola also holds 

36.5% stake in Almarai and 49% stake in Herfy. Savola also holds a 6.4% stake 

in Knowledge Economic City and 0.9% stake in Emaar the Economic City.  

Investment case 
1.  The company is consolidating its core business while selling the non-core 

plastics business which should be positive for the stock. It is in talks to 

acquire a Kuwait Food Co., a leading operator of restaurants and food 

manufacturer. 

2. Savola also has chalked up aggressive plans to push its retail business. The 

company plans to expand its retail business in the UAE with AED3bn worth 

of investments planned over the next three years to open 8 to 12 stores 

(hypermarket or superstores). The company is also building new 

warehouses and increasing its fleet of trucks in order to improve its 

distribution channel.  

Investment risk 
1. A delay in executing store expansion plans is expected to have a negative 

impact on the company’s top-line.  

Period End (SAR) 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue (mn) 27,391                 26,370             26,800             31,644             34,694             

Revenue Growth 8.7% -3.7% 1.6% 18.1% 9.6%

Gross profit margin 17.4% 18.7% 17.9% 18.5% 19.0%

EBITDA margin 8.6% 9.4% 7.9% 8.9% 9.8%

Net profit margin 5.1% 6.5% 7.6% 6.9% 7.9%

EPS 2.80                      3.30                 3.81                 4.06                 5.13                 

EPS Growth 16.6% 17.6% 15.5% 6.8% 26.2%

ROE 17.5% 19.0% 20.1% 19.7% 22.7%

ROCE 13.3% 12.1% 9.1% 12.1% 14.4%

Capex/Sales 3.5% 3.8% 3.0% 2.7% 2.5%  
Source: Company data, Al Rajhi Capital 

Research Department 
ARC Research Team 

Tel +966 11 2119370, devassyp@alrajhi-capital.com 
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Key themes & implications 

Herfy is a leading food services company in Saudi 
Arabia, with a chain of over 230 fast food 
restaurants. The company plans to expand its 
footprint in the Kingdom as well as foray into GCC 
states. We expect ever-increasing population 
supported by increasing consumer spending to 
positively impact Herfy’s growth prospects in 2015. 
New restaurant additions will be the key growth 
driver for the compay. We are currently Neutral on 
the stock.  

 

Share information 

Market cap (SAR/US$) 4.671bn / 1.244bn 

52-week range 78.75 - 108.6 

Daily avg volume (US$) 1.7mn 

Shares outstanding 46.20mn 

Free float (est) 31% 

 

Performance 1M 3M 12M 

Absolute 2.9% -1.1% 27.5% 

Relative to index 5.1% 16.6% 23.2% 

 

Major Shareholder: 

Savola group 47.6% 

Ahmed Hamad Mohammed Alsaeed 20.3% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 24.3           22.5         19.4         17.4         

P/B (x) 7.8             7.0           6.2           5.4           

EV/EBITDA (x) 19.6           18.9         15.5         13.8         

Dividend Yield 2.5% 3.0% 3.4% 3.4%  
Source: Company data, Al Rajhi Capital 
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Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

Herfy is a food services company that was founded 
in 1981 by Ahmed Alsaeed and Hamod Albrahim. 
The fast food chain is the company’s biggest 
division, comprising 80% of its total revenues. Herfy 
has international business in the GCC and MENA 
regions through franchise and exports. The 
company was listed on the Tadawul in February 
2010. 

  
 

 

 

Herfy Food Services Co. 
New restaurant additions to drive growth  
Herfy is a leading quick service restaurant in Saudi Arabia. The company 

operates a chain of more than 230 fast food restaurants across the Kingdom. 

Herfy generates revenue from three main segments – restaurants, factories 

and bakeries. Restaurants account for 80% of the revenues. Herfy is rapidly 

expanding its restaurant network in the Kingdom with more than 30 new 

restaurants opened by the first week of Q4 2014. We believe the company will 

continue on its expansion spree in 2015. With rising consumer spending 

supported by increasing disposable income and favourable demographics, we 

believe the company will witness strong growth. We are Overweight on Herfy 

with a target price of SAR120.7. 

Business overview 
Herfy Food Services Company (Herfy) operates a chain of more than 230 fast 

food restaurants across Saudi Arabia. All its restaurants are ISO 22000:2005 

certified, which accentuates their quality. The company also operates branches 

in Bahrain, Emirates, Kuwait and Egypt. The restaurant segment represents 

80% of Herfy’s revenues. The company also sells processed meat and bakery 

products. The majority of Herfy’s bakery products are used in its in-house 

restaurant division.   

Investment case 
1.  Herfy is on an aggressive expansion spree, planning to open 31 restaurants by 

the first week of Q4 2014. Recently the company has raised SAR50mn to fund 

its expansion plans, leading us to believe that the company will continue to 

add restaurants at a rapid pace in 2015.  

2. Falling food prices globally should help improve Herfy’s margins.  

Investment risks 
1.  Lower-than estimated addition of new restaurants will negatively impact 

Herfy’s earnings as the segment remains the key revenue contributor. 

2. Regulatory amendments related to regularization of labor force or decline in 

religious visas are likely to impact the company’s operational performance. 

Period End (SAR) 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue (mn) 842                        849                  900                  1,046               1,147               

Revenue Growth 18.8% 0.8% 6.1% 16.2% 9.7%

Gross profit margin 31.6% 32.2% 33.2% 33.4% 33.4%

EBITDA margin 26.9% 28.1% 27.9% 29.1% 29.6%

Net profit margin 21.5% 22.7% 23.1% 23.0% 23.4%

EPS 3.92                       4.17                 4.50                 5.22                 5.80                 

EPS Growth 17.4% 6.3% 7.9% 16.0% 11.2%

ROE 37.7% 34.3% 32.7% 33.9% 33.2%

ROCE 32.3% 29.1% 26.7% 29.6% 30.0%

Capex/Sales 18.6% 13.1% 18.0% 12.0% 11.0%  
Source: Company data, Al Rajhi Capital 

Research Department 
ARC Research Team 

Tel +966 11 2119370, devassyp@alrajhi-capital.com 
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Key themes & implications 

SACC has a strong market presence of over 30 
years in the Kingdom. Given the growing fleet and 
passenger growth of Saudi Airlines, which is a 
major shareholder in the company, we are positive 
about the growth prospects of SACC in 2015. The 
expansion projects of General Authority of Civil 
Aviation (GACA) and the business diversification of 
SACC are also expected to be the key growth 
drivers. We currently remain Neutral on the stock.     

 

Share information 

Market cap (SAR/US$) 15.48bn / 4.121bn 

52-week range 139.8 - 208.1 

Daily avg volume (US$) 4.1mn 

Shares outstanding 82.00mn 

Free float (est) 30% 

 

Performance 1M 3M 12M 

Absolute 8.2% -0.8% 35.3% 

Relative to index 10.4% 16.9% 31.0% 

 

Major Shareholder: 

SAUDIA 35.7% 

Strategic Catering Company 34.3% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 27.2           24.4         21.1         17.3         

P/B (x) 13.4           12.0         10.8         9.1           

EV/EBITDA (x) 26.0           22.9         19.6         15.8         

Dividend Yield 2.9% 3.4% 3.9% 4.0%  
Source: Company data, Al Rajhi Capital 
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Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

SACC is the largest airline catering company in 
Saudi Arabia, with around 95% market share, 
mainly due to its strategic relationship with Saudia. 
The company is also involved in other related 
businesses like sky sales and management of 
Saudia’s lounges, apart from its non-airline catering 
services. In June 2012, SACC was listed on the 
Saudi Stock Exchange in the food & agriculture 
sector. 

  
 

 

 

Saudi Airlines Catering Co. 
Exclusive in-flight caterer for Saudia  
Saudi Airlines Catering Company (SACC) is an exclusive provider of catering 

services and Sky Sales services on flights operated by, or on behalf of Saudia. 

The company has a strong market presence of over 30 years in the Kingdom. 

SACC operates two business divisions – Airlines division and Non-airlines 

division. The growth in Saudi Airlines’ fleet and increasing passenger traffic 

will positively impact SACC. SACC also has been focusing on diversifying its 

business. In line with this, under the non-airlines division, the company signed 

new contracts in business & industry catering and remote site management. 

The pipeline of high-value expansion projects of GACA augurs well for the 

company. We are currently Neutral on the stock with a target price of SAR194. 

Business overview 

Airline Division: Under this segment, SACC provides in-flight catering services. 

The company’s primary client is Saudia, but the company also caters to other 

airlines such as like Flynas, Qatar Airways, Singapore Airlines, Air France, 

British Airways etc. In addition to in-flight catering, the company also 

undertakes retail sales under the “Sky Sales” brand on-board Saudia flights. 

SACC also manages the Al Fursan Lounges for Saudia. 

Non-Airline Division: The company started a non-airline division to reduce its 

dependence on the airline industry. Under this business segment, SACC 

provides catering services to large corporations, businesses, education institutes, 

and companies with operations in remote parts of Saudi Arabia, and religious 

tourists. The company had also commenced laundry services for institutional 

clients in 2013. In 2014, SACC started retail sales at KSA airports.  

Investment case 

1. Fleet expansion plans of Saudia supported by growth in passenger traffic, are 

expected to positively impact the company’s airline business segment. 

2. New contracts signed by SACC in its airline as well as non-airlines divisions 

will boost the company’s performance.  

3. Expansion of airports by the GACA also augurs well for the company 

Investment risk    

1. SACC’s growth prospects are largely dependent on the growth of the 

Kingdom’s aviation sector. A slowdown in the same will negatively impact the 

company’s financial performance. 

Period End (SAR) 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue (mn) 1,687                     1,867               2,165               2,496               2,903               

Revenue Growth 15.2% 10.7% 15.9% 15.3% 16.3%

Gross profit margin 37.2% 37.1% 36.7% 37.3% 38.4%

EBITDA margin 31.0% 30.1% 29.4% 29.7% 31.2%

Net profit margin 28.9% 30.5% 29.3% 29.5% 30.8%

EPS 5.94                       6.94                 7.73                 8.96                 10.90               

EPS Growth 15.8% 16.9% 11.3% 16.0% 21.6%

ROE 47.7% 51.3% 51.7% 53.9% 56.8%

ROCE 47.7% 47.1% 47.9% 49.9% 51.1%

Capex/Sales 1.2% 1.3% 4.0% 3.0% 2.0%  
Source: Company data, Al Rajhi Capital 

Research Department 
ARC Research Team 

Tel +966 11 2119370, devassyp@alrajhi-capital.com 
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Key themes 

2014 was another strong year for the retail sector as 
it continued to outperform the overall market for the 
second year. The coming year provides new 
challenges as well as opportunities for the retail 
sector. As same store sales slows down due to 
various factors, new store additions will be the major 
catalyst for the sector. Companies are looking to 
expand their presence outside the Kingdom.  

Implications 

The Saudi retail sector has witnessed a correction 
over the last couple of months on the back of 
disappointing earnings and the fall in the overall 
Saudi market. As a result, we believe this has 
brought valuations to more reasonable levels now. 
We are Overweight on Al Othaim, while we remain 
Neutral on Jarir, Alhokair and Extra.  

What do we think? 

Stock Rating Price Target 

Jarir  Neutral SAR195.5 

Alhokair Neutral SAR106.6 

Alothaim Overweight SAR125.2 

Extra Neutral  SAR92.5 

Research Department 
ARC Research Team 

 Tel +966 11 2119370, devassyp@alrajhi-capital.com 

Saudi Retail Sector 
Growth slips, stock picking required  
The Saudi Arabian Retail sector has been one of the best performing indices on 

the TASI, delivering a return of about 35% YTD, on the back of a strong 

financial performance, in line with our expectations. However, the sector has 

experienced a gradual slowdown in same-store sales growth lately due to a 

combination of several factors. The growth of retail sector companies will now 

primarily be driven by new store additions. Most Saudi retailers have lined up 

plans to expand their store network within the Kingdom as well as tap into new 

markets outside Saudi Arabia. The sector has corrected recently, in line with 

the fall in the TASI. As a result, the valuations for the sector, which were earlier 

looking stretched, are in a more reasonable range. After two years of strong 

outperformance, we expect the retail sector to be mostly an average market 

performer in 2015. We believe stock picking will be more important in 2015. 

We are currently Overweight on Al Othaim and Neutral on Jarir, Extra and 

Alhokair.   

Same-store sales slowing down: The same-store sales growth in the Kingdom 

has witnessed a slowdown owing to a combination of several factors, which is 

clearly visible in the performance of companies like Jarir and Extra. The retail 

sales growth has been impacted by the high base due to the strong growth 

witnessed over the past few years, the cut in religious visas, exodus of illegal 

foreign workers and saturation in the smartphone market. 

Store network expansions to drive growth: With the slowdown in same-store 

sales, the growth of retail companies will be mostly dependent on new store 

openings. In addition to expanding their store network in the Kingdom, most 

Saudi retailers also have chalked up plans to open new stores outside the 

Kingdom in order to tap the new market opportunities. Fashion retailer Alhokair 

has taken the M&A route for expanding its presence globally and gaining market 

share, while most other retailers are expanding by setting up new stores.  

Rising competition for Saudi retailers: Saudi retailers are also facing 

increasing competition from regional players, which are expanding their 

presence in the Saudi market to tap the huge potential provided by the Kingdom. 

In addition, the traditional brick-and-mortar showrooms are also facing 

competition from e-retailers like Amazon and Souq. Although this e-commerce 

format is yet to gain traction in the Saudi market, companies like Extra have 

already started e-commerce, while Jarir plans to start e-commerce in 2015. 

Regulatory challenges pose a risk: Recently the Saudi commerce ministry 

took strong action against retailers not meeting regulatory norms. Shops which 

were found not meeting all regulations were forced to shut down for a few days. 

Extra was worst affected by the regulatory action. Similar action was also taken 

against other smaller retailer stores, but none of the other companies under our 

coverage were affected by the move. Such strong regulatory action continues to 

pose a risk for retail companies earnings. In addition, proposal to set retail store 

closing time of 9PM is another potential risk for retail sector earnings, as 

reduced shopping hours can lead to lower sales and earnings for retailers. 
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Conclusion: The Retail sector has been an investor favorite over the past couple of years, 

outperforming the market by a huge margin. However, with the recent slowdown in the 

sector and disappointing earnings, the retail sector witnessed some correction in line with the 

overall market. There are also regulatory risks for the sector with the proposed retail store 

closing time of 9pm. In addition, the recent steep fall in crude prices provides another risk for 

the domestic consumer sector. Although the sector valuation is looking reasonable after the 

recent market correction, we expect the sector to be mostly a market performer in 2015. 

Stock picking will be important for the retail sector.   
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Key themes & implications 

Jarir adopted an aggressive expansion strategy 
with plans to open about 6 to 7 stores annually over 
the next few years. However, the company was 
unable to meet its target in 2014, opening only 4 
new stores (and one replacement store). Jarir’s 
aggressive expansion strategy will have a positive 
impact on its top line and margins. The company 
would be dependent on new product launches to 
boost same store sales. We are currently Neutral 
on Jarir with a target price of SAR195.5.  

 

Share information 

Market cap (SAR/US$) 17.47bn / 4.650bn 

52-week range 159.0 - 212.5 

Daily avg volume (US$) 3.9mn 

Shares outstanding 90.00mn 

Free float (est) 87% 

 
Performance 1M 3M 12M 

Absolute 4.4% -3.9% 21.7% 

Relative to index 6.6% 13.8% 17.4% 

 

Major Shareholder: 

Jarir Investment company 9.5% 

Mohammed Abdulrahman Alaqeel 9.0% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 26.7           24.4         21.2         20.1         

P/B (x) 14.9           12.8         10.6         9.1           

EV/EBITDA (x) 25.8           23.4         20.4         19.2         

Dividend Yield 3.0% 3.0% 3.1% 3.5%  
Source: Company data, Al Rajhi Capital 

 

Performance 

94

98

103

107

111

115

120

124

150.0 

160.0 

170.0 

180.0 

190.0 

200.0 

210.0 

220.0 

Price Close Relative to TADAWUL FF (RHS)

-10

30

70

12/13 04/14 07/14 10/14

R
S

I1
0

 
Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

Jarir Marketing Company is one of the leading retail 
companies in the GCC region. The company sells 
books, school supplies, office supplies, laptops, 
software, and other electronic products at both 
wholesale and retail levels. Jarir’s retail business 
contributes approximately 90% of its revenues. The 
company owns 35 branches, of which 30 are in 
Saudi Arabia while the remaining five are in the 
GCC region. 

  
 

 

 

Jarir Marketing Co. 
New product launches to boost sales  
Jarir is a leading retail store chain for portable consumer electronics (mobile 

phones, tablets, laptops etc.), books and office supplies in Saudi Arabia. The 

company had announced plans in 2013 to double its size over a five-year 

period. Jarir added 5 stores (including a replacement store) in 2014 and is 

aiming to take its store count to 60 by 2018. The store expansion will to have a 

positive impact on the company’s operational performance in 2015. However, 

slowing same store sales growth, due to the saturation in the smartphone 

market, is hampering the company’s growth prospects. New product launches 

like the Apple iWatch etc. will boost same store sales. We are currently Neutral 

on Jarir with a target price of SAR195.5.  

Business overview 
Jarir started operations in 1979, mainly retailing office and school supplies. The 

company later also started retailing consumer electronics in line with the 

changing technology and consumer demands. Computers and electronics now 

account for around 60-65% of Jarir’s overall revenues. The company offers a 

wide range of products such as smartphones, computers & peripherals, books, 

office supplies, video games, etc. Jarir has grown its network to 36 stores till 

date. The company has paid dividends consistently and has maintained a 

dividend payout of close to 80% over the past several years. 

Investment case 
1. Jarir plans to open 7-9 stores in 2015 and 6 stores annually over the next two 

to three years. The company targets to reach a total of 60 stores by 2018. We 

expect the store expansion in 2015 to have a positive impact on the 

company’s earnings growth. 

2. Rising number of stores, improving efficiency and the agreement with Apple 

to source products directly from the company will support margin expansion. 

Rising number of stores will give the company more negotiation power 

against suppliers.  

Investment risks 
1. Slower-than-expected new store openings will negatively impact the 

company’s earnings growth. 

2. Slowdown in consumer spending due to variability of disposable income is 

likely to have a negative impact on the company’s performance.  

Period End (SAR) 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue (mn) 4,634                     5,243               5,531               6,154               6,771               

Revenue Growth 11.7% 13.1% 5.5% 11.3% 10.0%

Gross profit margin 15.0% 15.2% 15.7% 15.9% 15.2%

EBITDA margin 12.6% 12.8% 13.3% 13.7% 13.2%

Net profit margin 12.3% 12.5% 12.9% 13.4% 12.9%

EPS 7.60                       7.26                 7.95                 9.14                 9.68                 

EPS Growth 11.1% -4.5% 9.5% 15.0% 5.8%

ROE 59.0% 59.4% 56.3% 54.5% 48.9%

ROCE 45.8% 49.4% 45.1% 43.3% 40.5%

Capex/Sales 2.0% 2.7% 2.2% 3.0% 2.8%  
Source: Company data, Al Rajhi Capital 

Research Department 
ARC Research Team 

Tel +966 11 2119370, devassyp@alrajhi-capital.com 
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Key themes & implications 

Alhokair is the leading fashion apparel retailer in 
Saudi Arabia. The company also has presence in 
the MENA region, Central Asia and the Caucasus 
region. Alhokair has lined up aggressive expansion 
plans in the global underpenetrated markets for 
2015, which we expect to have a positive impact on 
its top-line and bottom-line. We also expect the 
expansion plans to open up new growth 
opportunities for the company. We currently remain 
Neutral on the stock.  

 

Share information 

Market cap (SAR/US$) 21.87bn / 5.82bn 

52-week range 66.63 - 128.2 

Daily avg volume (US$) 11mn 

Shares outstanding 210.0mn 

Free float (est) 30% 

 

Performance 1M 3M 12M 

Absolute 5.8% -13.9% 50.9% 

Relative to index 8.0% 3.8% 46.6% 

 

Major Shareholder: 

Fas Company 49.0% 

Abdulmajeed Abdulaziz Alhokair 7.0% 

 

Valuation 

03/13A 03/14A 03/15E 03/16E

P/E (x) 35.4           28.8         25.7         21.8         

P/B (x) 5.4             9.0           7.8           6.7           

EV/EBITDA (x) 28.9           22.2         19.2         15.2         

Dividend Yield 2.9% 2.2% 2.2% 2.6%  
Source: Company data, Al Rajhi Capital 
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Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

Fawaz Abdulaziz Alhokair Company is a leading 
fashion retailer in Saudi Arabia. The company 
primarily sells a wide gamut of fashion items such 
as luxury apparel, sport wear, shoes, bags, and 
fashion accessories. Alhokair is a franchisee for 
more than 75 international brands such as Zara, 
Gap, Marks & Spencer, and Aldo. 

  
 

 

 

Fawaz Abdulaziz Alhokair 
Aggressive expansion to continue 
Alhokair is a leading fashion apparel retailer in the Kingdom, with presence 

across the MENA region, Central Asia and the Caucasus region. The company 

currently operates more than 1,800 stores across 15 countries. The company 

has been expanding rapidly in recent times through the inorganic route. We 

expect Alhokair to continue its aggressive expansion plans in 2015. The 

company is focussing on increasing its international presence, and has major 

expansion plans for countries like the US. International expansions are 

expected to provide the company with new growth opportunities. However, the 

current price incorporates the company’s strong growth potential. Thus, we 

remain Neutral on the stock with a target price of SAR106.6 per share.   

Business overview 
Fawaz Abdulaziz Alhokair Company is a part of the Fawaz Alhokair Group 

formed in 1989. The group has interests in retail and real estate business sectors. 

Fawaz Abdulaziz Alhokair dominates the mid-market fashion apparel segment 

in the Kingdom with more than 50% market share. The company has franchise 

agreements with leading brands like Zara, Mango, GAP, Massimo Dutti, Aldo, 

Marks & Spencer etc. The company operates more than 1,800 stores, and 80 

brands spread across more than 400,000 square meters of retail space. The 

company has presence primarily in the MENA region, Levant region and 

recently in the US. Domestic operations accounted for about 80% of the 

company’s total revenues in FY2014 (the company follows April to March 

financial year), down from 85% in FY2013. 

Investment case 
Alhokair is focussed on expanding its domestic and more importantly its 

international operations. The company plans to increase its presence in new 

underpenetrated international markets. The company’s aggressive global 

expansion plans will have a positive impact on both its top-line and bottom-line.  

Investment Risks 
1. “Other income” forms a big portion of the company’s bottom line. A fall in this 

can have a big impact on the company’s net profit.  

2. Acquisition of comparatively low-margin and raising debt to fund such 

acquisitions has negatively impacted the margins.  

3. A failure to meet its set target on new store openings will have a negative 

impact on its financials. 

Period End (SAR) 03/12A 03/13A 03/14A 03/15E 03/16E

Revenue (mn) 3,203                     4,659               5,482               7,318               8,937               

Revenue Growth 24.4% 45.5% 17.7% 33.5% 22.1%

Gross profit margin 24.7% 24.3% 25.5% 24.6% 25.0%

EBITDA margin 17.3% 16.3% 17.3% 15.4% 16.2%

Net profit margin 14.0% 13.3% 13.8% 11.7% 11.2%

EPS 2.14                       2.94                 3.61                 4.06                 4.78                 

EPS Growth 41.8% 37.9% 22.6% 12.5% 17.8%

ROE 35.9% 36.1% 34.1% 32.5% 33.0%

ROCE 25.3% 20.0% 23.9% 20.7% 23.7%

Capex/Sales 8.6% 10.6% 6.9% 9.9% 7.2%  
Source: Company data, Al Rajhi Capital 

Research Department 
ARC Research Team 

Tel +966 11 2119370, devassyp@alrajhi-capital.com 
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Key themes & implications 

Al Othaim is one of the leading food retail chain 
stores in Saudi Arabia. We are positive on the 
growth prospects of Al Othaim in 2015 given its 
aggressive expansion plans and strong same 
stores sales growth. We expect the store 
expansion to play a significant role in driving the 
company’s growth. We are Overweight on Al 
Othaim with a target price of SAR125.2.  

 

Share information 

Market cap (SAR/US$) 5.04bn / 1.343bn 

52-week range 61.25 - 115.2 

Daily avg volume (US$) 5.8mn 

Shares outstanding 45.00mn 

Free float (est) 66% 

 
Performance 1M 3M 12M 

Absolute 11.5% -1.5% 83.0% 

Relative to index 13.7% 16.2% 78.7% 

 

Major Shareholder: 

Alothaim company 27.6% 

Abdullah Saleh Alothaim 6.0% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 26.2           22.9         19.9         17.1         

P/B (x) 6.3             5.3           4.5           3.9           

EV/EBITDA (x) 15.2           13.4         12.4         10.6         

Dividend Yield 1.3% 1.6% 1.8% 2.2%  
Source: Company data, Al Rajhi Capital 
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Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

Abdullah Al Othaim Markets is one of the largest 
grocery retail chains in Saudi Arabia. The company 
is an extension of Saleh Al-Othaim company, which 
was founded in 1957. Al Othaim went public in 
2008. The company operates around 130 stores 
which sell food products & supplies, household 
equipments, electrical and mechanical equipments, 
cooked and non-cooked catering services and 
other products at wholesale and retail levels. 
Furthermore, Al Othaim owns private labels such 
as HALEY, Proof, SHERR, and REX. 

  
 
 

 

Abdullah Al Othaim Markets 
New store additions drives growth 
Al Othaim is the second largest food retail chain in Saudi Arabia with a wide 

network of stores across the Kingdom. Being a food retailer, the company is 

comparatively less impacted by any potential slowdown in consumer spending 

due to the falling oil prices. The company has close to 130 stores currently 

spread across the Kingdom. The Central region constituted 74% of sales in 

2013, followed by the Eastern region, which contributed 12% of sales. We are 

positive on the company’s growth prospects in 2015, which are likely to be 

driven primarily by new stores addition and strong same store sales growth. 

We are Overweight on Al Othaim with a fair price of SAR125.2, which provides 

a potential upside of 11.6% from the current market price of SAR112.2.  

Business overview 
Al Othaim is an extension of Saleh Al-Othaim Trading Enterprises, established 

in 1956. The company runs a chain of supermarkets and convenience stores 

throughout the Kingdom. Al Othaim went public in 2008 and currently has a 

network of around 130 stores. The company operates wholesale stores, 

hypermarket stores, supermarket stores and convenience stores. The company 

also earns some rent revenues from leasing of some shops in its outlets to third 

parties, but it contributes only 1% to the total revenues. The company has 

recently signed an agreement to build and operate Al Baik restaurants in Al 

Qassim, though no final agreement has been reached.  

Investment case 
1. New store additions along with strong same store sales growth will drive the 

company’s top line in 2015.  

2. Higher volumes will enable the company to negotiate better terms from 

suppliers, which will improve its margins.  

3. Steadily increasing rent revenue will continue to support the bottom line.  

Investment risks   
1. Lower-than-expected new store openings are likely to have a negative impact 

on the company’s growth prospects.  

2. Rising competition, especially the entry of global players is likely to negatively 

impact the company’s top- and bottom-line. 

Period End (SAR) 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue (mn) 4,105                     4,580               5,170               5,792               6,388               

Revenue Growth 0.3% 11.6% 12.9% 12.0% 10.3%

Gross profit margin 16.7% 16.8% 16.6% 16.9% 17.2%

EBITDA margin 5.8% 5.7% 5.9% 5.8% 6.1%

Net profit margin 4.2% 4.2% 4.3% 4.4% 4.6%

EPS 3.82                       4.28                 4.89                 5.62                 6.55                 

EPS Growth 14.4% 12.1% 14.3% 15.0% 16.5%

ROE 28.4% 25.9% 25.1% 24.6% 24.5%

ROCE 20.0% 18.3% 18.7% 19.0% 19.4%

Capex/Sales 2.7% 4.5% 4.0% 3.8% 3.3%  
Source: Company data, Al Rajhi Capital 

Research Department 
ARC Research Team 

Tel +966 11 2119370, devassyp@alrajhi-capital.com 
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Key themes & implications 

Extra is the leading retailer of electronic products in 
Saudi Arabia. The company is going through a 
rough phase with sluggish consumer demand and 
negative regulatory actions, which are expected to 
have a significant impact on 2014 earnings. The 
company’s expansion also slowed down in 2014.  
As a result the Extra stock has corrected sharply in 
the recent months. We are currently Neutral on the 
stock with a target price of SAR92.5.  

 

Share information 

Market cap (SAR/US$) 2.566bn / 0.683bn 

52-week range 74.57 - 130.5 

Daily avg volume (US$) 2.3mn 

Shares outstanding 30.00mn 

Free float (est) 40% 

 

Performance 1M 3M 12M 

Absolute -12.2% -26.1% -14.5% 

Relative to index -10.0% -8.4% -18.8% 

 

Major Shareholder: 

Fawzan Holding Company 45.4% 

Abdulaziz Alsaghyir Investment Company 14.9% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 15.3           19.8         14.1         12.3         

P/B (x) 5.3             4.7           4.0           3.3           

EV/EBITDA (x) 12.2           14.7         11.6         10.0         

Dividend Yield 3.8% 2.5% 3.2% 3.2%  
Source: Company data, Al Rajhi Capital 
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Company summary 

Extra is one of the fastest growing electronic retail 
companies in Saudi Arabia. The company was 
established in 2003. Extra’s core activities include 
retailing consumer electronics, home appliances 
and communications solutions. The company also 
offers delivery, installation and other after-sales 
support services. Extra has built a network of 38 
stores and has lined up plans to expand to GCC 
states as well.   

  
 
 

 

United Electronics Co. 
Working to regain customer trust  
United Electronics Company (Extra) is the leading electronics retailer in the 

Kingdom, with a network of 38 stores. The company is slowly recovering from 

the slowdown in the consumer durables market, witnessed in the second half of 

2013 due to the implementation of the Saudization program and the strength in 

the US Dollar. Given the improving labor market and signs of revival in the 

construction sector, we expect the home appliances market to gradually 

improve. However, the drop in crude prices could impact consumer spending 

in the Kingdom, which would hurt Extra’s business. The Saudi commerce 

ministry recently shut down 8 extra stores for 7 days due to certain 

irregularities and alleged fake discounts. The move not only hit Extra’s 

earnings for 2014 but is likely to have negatively impacted its brand value. As a 

result, Extra is formulating a PR strategy to regain customer confidence. The 

stock has corrected sharply over the last couple of months. We are currently 

Neutral on Extra with a fair price of SAR92.5.  

Business overview 
Established in 2003, Extra's core activities include retailing consumer 

electronics, home appliances and communications solutions. The company is 

primarily present in Saudi Arabia. Extra has also chalked up plans to expand to 

other GCC markets as well. In December 2012, Extra launched operations in the 

Kingdom of Bahrain, its first store outside Saudi Arabia. This was followed by 

the roll-out of Extra's first store in the Sultanate of Oman. The company 

acquired 7,048 square meters of land in Oman in August 2014 and plans to open 

its second store in Muscat by Q1 2015. The company also offers delivery, 

installation and other after-sales support services. In addition, Extra also has an 

e-commerce store, opened in 2011, keeping up with the latest trend in the sector.  

Investment case 
1. Given the signs of revival in the construction sector and the labor market, we 

expect demand for consumer electronics and home appliances to improve in 

2015, which will positively impact the company’s financial performance.  

2. New store openings in the domestic market as well as in the GCC region along 

with new product launches will positively impact its top-line. 

Investment risks 
1. Any delay in meeting the set store expansion targets will negatively impact the 

company’s earnings. 

2. A fall in customer confidence in the company due to the recent regulatory 

action may hit the company’s performance.  

Period End (SAR) 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue (mn) 3,015                     3,388               3,382               3,811               4,169               

Revenue Growth 22.5% 12.4% -0.2% 12.7% 9.4%

Gross profit margin 17.6% 17.8% 17.6% 17.9% 18.0%

EBITDA margin 6.4% 6.2% 5.1% 5.9% 6.4%

Net profit margin 5.3% 4.9% 3.8% 4.8% 5.0%

EPS 5.29                       5.58                 4.33                 6.07                 6.93                 

EPS Growth 20.1% 5.5% -22.4% 40.3% 14.2%

ROE 37.4% 34.8% 25.1% 30.5% 29.2%

ROCE 34.0% 34.9% 24.6% 27.3% 25.9%

Capex/Sales 3.6% 3.2% 3.5% 3.7% 3.7%  
Source: Company data, Al Rajhi Capital 

Research Department 
ARC Research Team 

Tel +966 11 2119370, devassyp@alrajhi-capital.com 
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Key themes 

Saudi Arabian hospitals are rapidly expanding their 
capacities, especially in Riyadh to narrow the 
supply-demand gap for healthcare services. 
Insurance penetration is increasing owing to the 
mandatory insurance rule for expatriates and Saudi 
nationals (working in private firms), including their 
families, while discussions are on to include all other 
nationals as well. All these factors are increasing the 
demand for healthcare services in the kingdom in a 
significant way, supported by the government. 

Implications 

Healthcare players are expected to achieve robust 
growth as long as waiting periods and utilization 
rates at government/private hospitals remain high. 
Structural reasons ensure high long-term growth 
prospects for these companies. Given the higher 
costs due to new expansions, operating margins are 
expected to remain unsteady in the near-term. 

What do we think? 

Stock Rating Price Target 

Dallah Under Review       Under Review 

Mouwasat Neutral SAR142 

NMCC Overweight SAR68 

Al Hammadi Neutral SAR86 

Pritish K. Devassy, CFA 
Senior Research Analyst 

Tel +966 11 2119370, devassyp@alrajhi-capital.com 

Saudi Healthcare Sector 
Assured growth 
Healthcare is one of the fastest growing sectors in Saudi Arabia. Given the 

underinvestment in healthcare infrastructure in the past, the government is 

keen to bring active private participation through various incentives like 

mandatory insurance, interest-free loans and a host of new regulations 

recently. Healthcare will continue to be one of the priority sectors for the 

Government. Most of the listed players have announced significant expansion 

plans and new projects across the Kingdom over the next 4-5 years. While 

growth is mostly assured, their current valuations are at a premium to the 

average emerging market sector multiples, mostly justified because of higher 

growth expectations. The concerns for the sector are mainly its execution and 

regulatory risks. Overall, we expect more expansions to be announced, which 

will enable the companies to maintain its high growth rates and valuation 

multiples, leading to high returns for 2015. Healthcare is one of our preferred 

sectors in Saudi Arabia for 2015.  

Rapid growth in healthcare sector: The sector is expected to witness high 

growth rates in 2015 as compared to most other major sectors in Saudi Arabia. 

This high growth can be attributed to the wide gap between demand and supply 

of healthcare facilities in Saudi Arabia. The Kingdom has a national healthcare 

system, in which the government provides free healthcare services through a 

number of government hospitals and facilities for both nationals and expatriates 

working in the public sector. The country’s healthcare facilities had been 

underinvested for long, which led to a situation where the waiting period for 

doctor appointments in government hospitals ran into months. Therefore, the 

government brought in private participation by introducing mandatory 

insurance for expatriates and host of other incentives, which included interest-

free loans for building hospitals. This has led to a number of private players 

expanding across the Kingdom. All the listed hospitals have announced 

significant expansion plans and new projects across the Kingdom over the next 

4-5 years. Despite these initiatives, demand continues to outpace supply. The 

sector will experience rapid growth as long as waiting periods at hospitals 

continue to remain high.  

Mandatory Insurance: Mandatory insurance has been instrumental in the 

growth of private healthcare firms. Unlike Dubai or Abu Dhabi, insurance has so 

far been made mandatory to only expatriates and Saudi nationals (along with 

families) working in private firms. We believe that it is only a matter of time 

before insurance will be made mandatory for nationals as well. In our view, 

currently hospitals do not have the capacity to accommodate the expected traffic 

from mandatory insurance for nationals. Therefore, we believe that health 

insurance will be made mandatory in phases for nationals as and when more 

capacity comes online. The Ministry of Health (MoH) had announced in July 

2014 that 9.7mn people in the country are insured, with 7mn expatriates and 

2.7mn nationals, which implies a 71% penetration for expatriates and a 13% 

penetration for nationals, translating into an overall penetration of 32%. Thus, 

there is a phenomenal growth potential that can be capitalized over a long period 

of time. Abu Dhabi already has 98% of its population under insurance. Dubai 

has announced a timeline to implement health insurance for both expatriates 

and nationals. Even if there is no mandatory insurance in the Kingdom,  
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structural drivers such as rapidly rising population, improving salaries, increasing prevalence 

of lifestyle diseases and an aging population will ensure high growth for the sector in the 

long-term. 

Recent updates: In view of the supply-demand gap in the sector, the MoH has made a few 

amendments to its healthcare law, which could have a mixed impact on the private healthcare 

sector. Foreigners and Saudi citizens are now allowed to own private health institutions, 

while previously this option was limited only to national physicians and health professionals. 

Experienced healthcare professionals will be allowed to move freely within the institutions in 

the Kingdom, helping companies in getting easier access to professionals. Global healthcare 

companies are now allowed to invest in Saudi Arabia, which could bring in new players into 

Saudi Arabia.  In addition, prices of healthcare services cannot be changed without obtaining 

the consent of the MoH and changes must be publicized. While the ruling has not explicitly 

capped any price hikes, such a move could prove to be negative to the industry. This was 

recently introduced in Dubai, where hospitals and healthcare organizations cannot hike the 

cost of their services beyond a 4.2% cap imposed by the Dubai Health Authority. As per a 

report issued by the Ministry of Economy & Planning, by the end of this year, Saudi Arabia 

urgently requires 2,958 new healthcare centers in various parts of the Kingdom, at least 

10,000 doctors and 20,000 nurses for managing its public hospitals and health centers. As 

per the report, the government’s target is to establish one health center per 7,000 people in 

each area of the Kingdom.  

2015 outlook: In Q3 2014, while the top-line of most of the companies came mostly in-line 

with our expectations, net profit stood slightly below our expectation, because of NMCC and 

Dallah. For NMCC, this was due to an increase in depreciation expenses as the company 

started capitalizing expenses for its newly expanded facility, while Dallah saw higher 

marketing expenses for the expansion of its pharmaceuticals business and expenses related to 

the acquisition of Dr.Bagedo Hospital in Jeddah. We expect such non-operating costs to 

continue in 2015 as we will see a lot of new healthcare supply coming online. This could lead 

to some volatility in its operating margins. Among the four companies, Hammadi and 

Mouwasat will see the biggest jump in revenues starting from Q4 2014, given the upcoming 

launch of their new hospitals in Riyadh. Hammadi will formally open its hospital at Al 

Suweidhi by the end of 2014 and at Al Nuzha in 2015, while Mouwasat is expected to open its 

hospital in Riyadh late 2014. Overall, the core growth theme for the healthcare sector looks 

intact with supply yet to catch up with demand. 

Conclusion and changes in TPs: Given the rapid expansion of hospitals across the 

Kingdom, especially in Riyadh, growth is undoubtedly assured. Thereby healthcare sector 

remains one of our priority sectors for 2015. The healthcare sector in the emerging markets 

trade at 25x (2015e) vs. the average multiple of 26x for the Saudi healthcare providers. We 

think that these values appear justified in view of the high growth experienced among 

healthcare players. Our fair prices per share for the four players are: SAR142 for Mouwasat 

(Neutral), SAR68 for NMCC (Overweight) and SAR86 for Hammadi (Neutral). We are Under 

Review for Dallah. 
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Key themes & implications 

Dallah is one of the leading healthcare service 
providers in the Kingdom. The company has a high 
proportion of cash-based customers. Dallah has a 
long pipeline of expansions. We expect health 
insurance to be made mandatory for the Saudi 
nationals, which will immensely boost the 
healthcare sector. 

 

Share information 

Market cap (SAR/US$) 6.18bn / 1.645bn 

52-week range 69.00 - 151.9 

Daily avg volume (US$) 8.5mn 

Shares outstanding 47.20mn 

Free float (est) 43% 

 

Performance 1M 3M 12M 

Absolute -0.4% 4.7% 92.5% 

Relative to index 3.0% 22.7% 89.3% 

 

Major Shareholder: 

Dallah Al Baraka Holding Co. 51.7% 

Mohammed Rashid Mohammed al-Faqih 5.2% 

 

Valuation 

12/14E 12/15E 12/16E 12/17E

P/E (x) 45.9           33.4         26.6         17.7         

P/B (x) 4.9             4.5           4.1           3.6           

EV/EBITDA (x) 74.5           66.1         48.6         27.2         

Dividend Yield 1.4% 1.5% 1.5% 2.3%  
Source: Company data, Al Rajhi Capital 
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Company summary 

Dallah had derived ~89% of its overall revenue 
from the hospital segment in 2013 – its largest 
segment, while the Pharma segment contributed 
8% to its top-line. Under the hospital segment, the 
segment’s existing facilities included over 422 
hospital beds and over 139 clinics as of 2013, 
offering advanced medical and surgical facilities. 

  
 
 

 

Dallah Healthcare Holding Co. 
Long pipeline of expansions 
Dallah Healthcare Holding Co. (Dallah) is one of the leading healthcare service 

providers in the Kingdom. The company offers diversified, high-quality 

healthcare services besides distribution of pharmaceutical products and 

management of various hospitals. Dallah has a high proportion of cash-based 

clientele and also has the highest revenue/patient metric as compared to its 

industry peers. The company has lined up huge expansion plans to cater to the 

immense potential of the healthcare sector. Given the low penetration of 

healthcare infrastructure facilities, rising disposable income and increasing 

lifestyle-related ailments, the sector’s growth is mostly assured. Moreover, the 

Saudi government’s focus on the healthcare sector augers well for Dallah’s 

operations. In view of its recent acquisition of Dr. Erfan and Bagedo hospital in 

Jeddah, we place the stock “Under Review” till we get additional clarity. 

Business overview 

Hospitals: Dallah derived ~89% of its overall revenue from the hospital 
segment in 2013 – its largest segment. As of 2013, the segment’s existing 
facilities included over 422 hospital beds and over 139 clinics, offering advanced 
medical and surgical facilities. 

Pharmaceuticals: Dallah Pharma is engaged in the marketing and distribution 
of pharmaceutical products under its brand name. The company has exclusive 
distribution rights for 45 pharmaceutical, 12 herbal and 8 cosmetic products in 
the Kingdom. Dallah Pharma is also a major supplier to Saudi Arabia and GCC 
public-sector hospitals.  

Investment case 

1. Dallah has lined up massive expansion plans in Saudi Arabia. The company is 
focusing on providing services in one of the most affluent areas in the North of 
Riyadh. 

2. Since Dallah operates in one of the most affluent regions in Riyadh, it is able 
to command premium pricing due to which its revenue per patient is higher. 
The company also benefits from cash proportion of customers than insurance-
based customers. 

Investment risk 

1. The major risks will be related to delays in expansion plans, execution risks, 

overshooting of budgeted expenditure and unfavorable regulations. 

Period End (SAR) 12/13A 12/14E 12/15E 12/16E 12/17E

Revenue (mn) 750                        886                  1,037               1,340               1,951               

Revenue Growth 17.7% 18.2% 17.1% 29.2% 45.6%

Gross profit margin 43.7% 43.5% 42.0% 41.0% 41.0%

EBITDA margin 13.5% 9.6% 9.3% 9.8% 12.4%

Net profit margin 18.2% 15.2% 17.8% 17.3% 17.9%

EPS 2.89                       2.85                 3.92                 4.91                 7.39                 

EPS Growth -1.6% 37.5% 25.4% 50.4%

ROE 11.9% 10.9% 14.1% 16.2% 21.8%

ROCE 11.0% 9.3% 12.0% 13.7% 18.4%

Capex/Sales 55.7% 26.7% 19.3% 10.1% 14.0%  
Source: Company data, Al Rajhi Capital 

Pritish K Devassy, CFA 
Senior Research Analyst  

Tel +966 11 2119370, devassyp@alrajhi-capital.com 

http://www.efa.biz/
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Key themes & implications 

Mouwasat is one of the robust players in the 
Kingdom with stable financials. The company has 
recently opened a hospital in Riyadh. Mouwasat 
has also lined up expansion plans in other parts of 
the Kingdom. The stock trades at a discount to its 
industry peers.  

 

Share information 

Market cap (SAR/US$) 6.67bn / 1.775bn 

52-week range 79.50 - 135.4 

Daily avg volume (US$) 4.6mn 

Shares outstanding 50.00mn 

Free float (est) 44% 

 
Performance 1M 3M 12M 

Absolute 6.7% 11.4% 41.8% 

Relative to index 10.1% 29.4% 38.6% 

 

Major Shareholder: 

Sultan Mohammed Hammad Subai'i 17.5% 

Sultan Nasser al-Fahd Subai'i 17.5% 

 

Valuation 

12/14E 12/15E 12/16E 12/17E

P/E (x) 27.0           24.3         21.3         19.5         

P/B (x) 6.4             5.7           5.0           4.4           

EV/EBITDA (x) 24.6           18.5         16.9         16.4         

Dividend Yield 1.8% 2.1% 2.4% 2.6%  
Source: Company data, Al Rajhi Capital 
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Company summary 

Founded in 1975, Mouwasat Medical Services 
Company is one of the most mature healthcare 
players in the Kingdom, having a wide medical 
network in the Kingdom. The company currently 
operates 5 hospitals with a capacity of 769 beds 
and 295 clinics. 

  
 
 

 

Al Mouwasat Medical Services 
Robust financials 
Mouwasat is one of the biggest private healthcare players in the Kingdom with 

a wide medical network. The company enjoys stable financials and its recent 

entry into Riyadh will help to post higher revenue growth in 2015. Mouwasat’s 

expansion plans in Jubail, Khobar and Dammam, although delayed, will help 

sustain its robust growth. The healthcare sector will benefit from rising 

incidents of lifestyle-related diseases and rising penetration of healthcare 

insurance. Mouwasat is currently trading at a discount to the healthcare sector 

at 26x. Post the recent sharp increase in share price, we are Neutral on 

Mouwasat with a target price of SAR142. 

Business overview  

Founded in 1975, Mouwasat Medical Services Company is one of the most 

mature healthcare players in the Kingdom, having a wide medical network in the 

Kingdom. The company has a capacity of 769 beds and 295 clinics spread across 

the Kingdom. Mouwasat opened a new medical facility in Riyadh on November 

29, 2014, which is around 30% of its existing bed capacity. 

Investment case 

1. We believe the recently-opened hospital in Riyadh will boost the company’s 

revenues in the short-term by around 15% in 2015. In addition, Mouwasat 

has started work to ramp up capacity at the hospital in Jubail. The 

management is also planning to scale up the capacity of the hospital in 

Dammam. Further, a new, 220-bed capacity hospital is expected to be 

opened by 2018 in Khobar. All these expansions programs will drive the 

growth of the company.  

2. Despite the sharp recent increase in stock price, Mouwasat is currently 

trading at a discount to the healthcare sector at 26x. 

3. A decision to make healthcare insurance mandatory for Saudi nationals will 

provide an immense boost to the healthcare sector.  

Investment risks 

1. The major risks will be related to delays in expansion plans, execution risks, 

overshooting of budgeted expenditure and unfavorable regulations. 

 

Period End (SAR) 12/13A 12/14E 12/15E 12/16E 12/17E

Revenue (mn) 902                        986                  1,208               1,386               1,511               

Revenue Growth 13.3% 9.3% 22.5% 14.7% 9.0%

Gross profit margin 50.5% 49.7% 49.4% 49.2% 49.1%

EBITDA margin 29.1% 29.6% 32.0% 30.3% 28.3%

Net profit margin 22.3% 25.0% 22.7% 22.6% 22.6%

EPS 4.02                       4.93                 5.48                 6.27                 6.84                 

EPS Growth 22.5% 11.1% 14.5% 9.0%

ROE 24.4% 25.6% 24.8% 25.1% 24.2%

ROCE 19.2% 18.2% 19.7% 20.1% 19.6%

Capex/Sales 24.5% 26.9% 12.4% 10.4% 11.9%  
Source: Company data, Al Rajhi Capital 

Pritish K. Devassy, CFA 
Senior Research Analyst  

Tel +966 11 2119370, devassyp@alrajhi-capital.com 

http://www.efa.biz/
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Key themes & implications 

NMCC operates two hospitals in Riyadh and has a 
stable stream of patients from its corporate clients. 
The company’s strategy is to gain market share 
through its Family Healthcare Centers as well as 
expansion and renovation of its existing hospitals.  
 

Share information 

Market cap (SAR/US$) 2.643bn / 0.704bn 

52-week range 46.20 - 80.92 

Daily avg volume (US$) 17.2mn 

Shares outstanding 44.85mn 

Free float (est) 9% 

 

Performance 1M 3M 12M 

Absolute -10.1% -21.7% 8.6% 

Relative to index -6.7% -3.7% 5.4% 

 

Major Shareholder: 

General Organization for Social Insurance 35.1% 

Fahad Mohammed Saleh Al-Athel 26.6% 

 

Valuation 

12/14E 12/15E 12/16E 12/17E

P/E (x) 20.8           16.6         14.0         12.7         

P/B (x) 2.9             2.7           2.5           2.3           

EV/EBITDA (x) 15.5           13.2         11.2         10.3         

Dividend Yield 3.4% 3.9% 4.3% 4.7%  
Source: Company data, Al Rajhi Capital 
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Company summary 

National Medical Care Co. (NMCC) provides 
healthcare services mainly through its two hospitals 
– Riyadh National Hospital and Riyadh Care 
Hospital. Riyadh National Hospital is one of the 
oldest hospitals in Riyadh. The Riyadh National 
Hospital has a capacity of 308 beds, while the 
Riyadh Care Hospital has a capacity of 320 beds. 

  
 
 

 

National Medical Care Co. 
Trading at a discount after steep fall  
NMCC is one of the leading healthcare service providers in the Kingdom. We 

expect NMCC to report robust revenue growth in 2014 and 2015. The 

company’s operating margin was under pressure after falling to 15.6% in 2013 

from 19.8% in the prior year owing to higher depreciation, expansion and 

renovation expenses. Therefore, margin improvement will be a key factor to 

watch out for. We also expect construction delays could postpone the launch of 

the company’s Family Healthcare Centers, given the prevailing labor issues. 

Post the recent drop in share price, we are now Overweight on NMCC with a 

fair price of SAR68, implying an upside of 15.4%. 

Business overview 

NMCC was established in 2003 as a joint stock company and listed in March 

2013. The company provides healthcare services mainly through its two 

hospitals – Riyadh National Hospital and Riyadh Care Hospital. Riyadh 

National Hospital is one of the oldest hospitals in Riyadh, which has a capacity 

of 308 beds, while Riyadh Care Hospital has a capacity of 320 beds. NMCC 

recently increased the capacity of Riyadh National Hospital from 100 to 308. 

Hospital services contributed approximately 80% of the company’s top-line, 

while the rest of the revenue was derived from the Pharmaceutical and 

Medication distribution centers. The company is 35.1% owned by GOSI. NMCC 

is a pioneer in providing healthcare service in Saudi Arabia. The company has a 

stable stream of patients from its corporate contracts, of which GOSI has 

approximately 15% share.  

Investment case 

1. The recent expansion of Riyadh National Hospital will lead to a higher growth 
for NMCC in 2014 and 2015. The strategy to expand capacity through Family 
Healthcare Centers is a positive move. 

2. The company’s revenue growth has been strong, but its operating margin has 
declined from 20% in 2012 to 15.5% in 2013, which is a worry in our view.  

3. The near-term drivers are hospital expansions & regulatory changes. The 
long-term drivers are increasing population, improving salaries, increasing 
prevalence of lifestyle diseases, and aging population. 

Investment risk 

1. Major risks will be related to delays in expansion plans, execution issues, 

overshooting of the budgeted expenditure and unfavorable regulations. 

Period End (SAR) 12/13A 12/14E 12/15E 12/16E 12/17E

Revenue (mn) 586                        762                  911                  1,028               1,144               

Revenue Growth 11.7% 30.0% 19.5% 12.9% 11.2%

Gross profit margin 21.1% 21.5% 21.0% 22.0% 22.0%

EBITDA margin 21.0% 21.7% 21.8% 22.6% 21.9%

Net profit margin 15.8% 15.6% 16.3% 17.1% 17.0%

EPS 2.23                       2.65                 3.31                 3.93                 4.34                 

EPS Growth -19.0% 18.8% 24.9% 18.7% 10.5%

ROE 13.0% 14.2% 16.7% 18.6% 19.0%

ROCE 9.8% 11.4% 13.0% 14.7% 15.3%

Capex/Sales 22.2% 19.0% 11.0% 8.8% 6.0%  
Source: Company data, Al Rajhi Capital 

Pritish K. Devassy, CFA 
Senior Research Analyst  

Tel +966 11 2119370, devassyp@alrajhi-capital.com 

http://www.efa.biz/
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Key themes & implications 

Al Hammadi is set to report high growth over the 
next few years as it expands from one (2013) to 
three hospitals by 2016, and also has the highest 
margins as compared to the three other players. 
We like the company’s fundamentals and strong 
execution. We are Neutral on the stock with a 
target price of SAR86.  

 

Share information 

Market cap (SAR/US$) 6.75bn / 1.797bn 

52-week range 28.00 - 100.3 

Daily avg volume (US$) 46.3mn 

Shares outstanding 75.00mn 

Free float (est) 44% 

 
Performance 1M 3M 12M 

Absolute 0.2% -1.2% % 

Relative to index 3.6% 16.8% % 

 

Major Shareholder: 

Jadwa Healthcare Opportunities Co. 21.0% 

Saleh Bin Mohammad Al Hammadi 10.0% 

 

Valuation 

12/14E 12/15E 12/16E 12/17E

P/E (x) 39.9           33.8         21.8         16.5         

P/B (x) 5.1             4.8           4.4           4.0           

EV/EBITDA (x) 37.3           32.7         21.5         16.5         

Dividend Yield 1.4% 1.8% 2.8% 3.6%  
Source: Company data, Al Rajhi Capital 
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Company summary 

Al Hammadi is one of the four listed healthcare 
players in Saudi Arabia. The company is one of the 
oldest to operate a hospital in Riyadh, and the 
latest to raise capital through IPO – it is set to carry 
out massive expansion in the coming years. 
  

 

 

 

Al Hammadi Co. 
Best execution 
Al Hammadi remains one of the fastest growing companies in the healthcare 

sector. The company has the highest operating margins and the most 

ambitious growth plans for the next three years among its industry peers. 

More importantly, there is a clear visibility on Al Hammadi’s expansion plans 

and it has been performing well within its plan. We remain Neutral on the 

stock with a fair price of SAR86 a share (4% downside) based on the average of 

our DCF and PE-based valuations. 

Business overview 

Al Hammadi is the latest among the four players to raise funds through an initial 

public offering. The company is also one of the oldest players to operate in the 

Saudi healthcare sector – it has a market presence of more than two decades. Al 

Hammadi’s Olaya hospital is considered one of the leading medical facilities in 

Riyadh. The company’s main activity currently is to operate and manage the Al 

Hammadi Hospital located in Al Olaya district north of Riyadh, and has recently 

opened a hospital in Al Suwedhi. 

Investment case 

1. Al Hammadi has the highest operating margins and the most ambitious 

growth plans for the next three years among its industry peers.  

2. The company has a well-established presence in one of the key areas in Riyadh 

and boasts of a high percentage of cash-based customers.  

3. The IPO has enabled the company to transition from a family business to a 

well-run professional corporate business. Both Mouwasat and Dallah have 

some expansions priced in the stock, which are coming online after 3-4 years 

without detailed public announcements, whereas Al Hammadi’s expansions 

will be over by the end of next year. 

Investment risks 

1. The key downside risk for Hammadi like the other healthcare players lies in 

the execution of its plans for its new hospitals at Al Suweidhi & Al Nuzha. 

2. The upside risks for our estimates will be mainly based on any new expansion 

announcements. 

Period End (SAR) 12/13A 12/14E 12/15E 12/16E 12/17E

Revenue (mn) 434                        505                  763                  1,164               1,519               

Revenue Growth 14.6% 16.4% 50.9% 52.7% 30.5%

Gross profit margin 42.7% 43.0% 43.0% 44.0% 44.5%

EBITDA margin 29.0% 30.8% 28.0% 28.0% 27.9%

Net profit margin 25.7% 28.5% 26.2% 26.6% 26.9%

EPS 2.12                       2.26                 2.66                 4.13                 5.46                 

EPS Growth 6.2% 18.0% 55.2% 32.0%

ROE 19.3% 15.0% 14.5% 21.0% 25.2%

ROCE 9.5% 7.0% 9.4% 13.9% 17.0%

Capex/Sales 90.2% 2.6% 16.4% 3.0% 3.0%  
Source: Company data, Al Rajhi Capital 

Pritish K. Devassy, CFA 
Senior Research Analyst  

Tel +966 11 2119370, devassyp@alrajhi-capital.com 

http://www.efa.biz/
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Key themes & implications 

Stable gold and phosphate businesses continue to 

remain key value drivers for the company. The 

recently commenced aluminum smelter and the 

much-awaited commencement of the rolling unit will 

further boost earnings and improve margins. The 

company’s new project – Wa’ad Al Shamal – will be 

a long-term value booster.  

 

Share information 

Market cap (SAR/US$) 38.58bn / 10.28bn 

52-week range 23.91 - 40.00 

Daily avg. volume (US$) 41.2mn 

Shares outstanding 925.0mn 

Free float (est.) 33% 

 
Performance 1M 3M 12M 

Absolute 10.3% -11.8% 11.6% 

Relative to index 13.7% 6.2% 8.4% 

 

Major Shareholder: 

Public Investment Fund 50.0% 

GOSI 9.6% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 18.2 24.3 11.9 10.3

P/B (x) 1.5 1.5 1.3 1.2

EV/EBITDA (x) 36.8 24.5 15.5 13.1

Dividend Yield NA NA NA NA  

Source: Company data, Al Rajhi Capital 
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Company summary 

In a bid to explore non-oil resources, Ma'aden was 

formed in 1997. The company was originally wholly 

owned by the Saudi Government, before 50% of its 

shares were floated on the Saudi Stock Exchange 

(Tadawul) in 2008. Initially, Ma’aden’s activities 

focused on exploration of gold, but the company 

has now diversified into phosphate fertilizer and 

aluminum businesses. 

  
 

 

 

Ma’aden 
Long-term value play 
Ma’aden started 2014 with glitches in its fertilizer segment which led to a 

shutdown in its ammonia plant. However, the company quickly recovered 

posting strong Q2 and Q3 results on the back of improved utilization rates in 

the fertilizer segment and the commencement of its smelter in the aluminum 

business. Recently, the company raised its capital through rights issue to 

finance its ambitious Wa’ad Al Shamal fertilizer project and the aluminum 

plant. We see the rights issue as a positive development for Ma’aden as it will 

help limit its spiraling leverage ratios. The commencement of the aluminum 

rolling plant will result in further vertical integration and improve margins 

over the medium-term. We reiterate our Overweight rating on the stock with a 

target price of SAR41.1 a share.      

Business overview 
The government’s focus to diversify into non-oil exploration led to creation of 

Ma’aden. Since its commencement, Ma’aden has become a leading mining and 

metals company in Saudi Arabia. The company commenced its operations with 

the exploration of gold, and has diversified into phosphate (2011) and aluminum 

businesses (2012). Considering abundance of phosphate rock in the Kingdom 

and key end-market (South Asia) in proximity, the company has decided to set 

up a new vertically integrated phosphate fertilizer plant (Wa’ad Al Shamal) 

which is expected to cost SAR26bn to the company. 

Investment case 
1. Healthy operations at its phosphate plant and stable gold business are key 

positives. 

2. With the commencement of the aluminum smelter, Ma’aden’s aluminum 

project is progressing well. We expect the rolling mill to come online in the 

next couple of quarters, to boost Ma’aden’s earnings and margins.  

3. Wa’ad Al Shamal project, which is expected to commence production in 2017, 

will be a long-term value booster. 

Investment risks 
1. A cut in fertilizer export tax in China may lead to a supply glut resulting in a 

downward pressure on fertilizer prices.  

2. Although Ma’aden is a long-term value play, the stock may witness volatility 

on account of negative news flow (such as delay in achieving project targets). 

Research Department 
ARC Research Team 

Tel  966 11 211 9370, devassyp@alrajhi-capital.com 

Period End (SAR) 12/12E 12/13E 12/14E 12/15E 12/16E

Revenue (mn) 5,294                    7,610             9,905             10,780               12,178               

Revenue Growth 257.9% 43.8% 30.2% 8.8% 13.0%

Gross profit margin 37.7% 37.5% 41.5% 43.0% 44.0%

EBITDA margin 48.5% 46.6% 56.3% 56.1% 55.4%

Net profit margin 19.0% 17.1% 16.8% 19.8% 21.4%

EPS 1.09                      1.41               1.80               2.31                   2.82                   

EPS Growth 143.9% 29.0% 27.9% 28.3% 22.2%

ROE 5.8% 7.0% 8.3% 10.0% 11.3%

ROCE 3.1% 4.2% 5.7% 6.4% 7.3%

Capex/Sales 204.2% 85.5% 35.0% 35.0% 30.0%  
Source: Company data, Al Rajhi Capital 

http://www.efa.biz/
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Key themes & implications 

Saudi Ceramic is a leading player in the ceramic 
market in the Kingdom. The company’s 
performance has suffered in the recent past as a 
result of decline in the demand for construction 
activities due to Saudization. With the signs of 
recovery in demand supported by government’s 
increased focus on infrastructure development, we 
are positive on the future growth prospects of the 
company. We also expect the capacity expansion 
plans of the company to positively impact its long 
term growth prospects. 

 

Share information 

Market cap (SAR/US$) 4.166bn / 1.109bn 

52-week range 91.89 - 152.4 

Daily avg volume (US$) 4.4mn 

Shares outstanding 37.50mn 

Free float (est) 77% 

 
Performance 1M 3M 12M 

Absolute -7.3% -21.5% 0.1% 

Relative to index -5.1% -3.8% -4.2% 

 

Major Shareholder: 

General Social Insurance 16.1% 

Saleh Abdulaziz Al Rajhi 6.8% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 13.5           13.3         13.4         11.1         

P/B (x) 2.7             2.4           2.1           1.9           

EV/EBITDA (x) 10.2           11.2         9.9           8.3           

Dividend Yield 2.3% 2.3% 2.2% 2.7%  
Source: Company data, Al Rajhi Capital 
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Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

Saudi Ceramic Company is one of the oldest and 
leading ceramics producers in the Middle East. The 
company manufactures and markets ceramic 
products such as ceramic tiles, sanitary ware 
(bathroom products) and electric water heaters. 
The company was founded in 1977 and is 
headquartered in Riyadh.  

  
 
 

 

Saudi Ceramics  
Revival in construction activity to boost 
top line  
The Nitaqat program caused a severe labor crisis in the Kingdom, due to which 

the pace of construction activities declined. This impacted Saudi Ceramics as 

the demand for the company’s products also fell significantly. We expect 

construction activity to revive gradually in 2015, supported by the 

government’s continued focus on infrastructure development and improving 

labor situation. As a result, we expect the demand for Saudi Ceramics’ products 

like tiles and sanitary ware to also increase. Saudi Ceramics also has an 

aggressive expansion strategy in place, through which it intends to increase its 

production capacity of tiles by 21% by the end of 2014. We expect these 

expansion plans to boost the company’s operational performance in the 

medium and long term. Nevertheless, given the near term uncertainty, we are 

Neutral on the stock with a target price of SAR120.       

Business overview 
Saudi Ceramic is one of the leading manufacturers of ceramic tiles in Saudi 

Arabia. The company’s product portfolio includes ceramic tiles, floor tiles, and 

porcelain tiles. The company also produces sanitary ware and ceramic road 

markers. The tiles and sanitary-ware segment is the main revenue driver for the 

company. Saudi Ceramics’ other business segment manufactures and sells 

electric water heaters. 

Investment case 

1. A gradual recovery in construction activity on the back of government support 

will drive demand for tiles and sanitary wares, which will positively impact the 

company’s top-line. 

2. Commissioning of new plants as per the company’s aggressive capacity 

expansion strategy is expected to significantly boost the company’s top-line in 

the medium and long term. 

Investment risk 

1. Delays in implementing the expansion plans could inflict pressure on cost 

margins, which would negatively impact the company’s bottom-line.  

Period End (SAR) 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue (mn) 1,447                     1,601               1,647               1,880               2,058               

Revenue Growth 18.5% 10.6% 2.9% 14.2% 9.5%

Gross profit margin 33.1% 36.2% 35.0% 34.4% 34.9%

EBITDA margin 26.7% 29.5% 26.0% 26.2% 27.7%

Net profit margin 17.1% 19.3% 19.0% 16.6% 18.2%

EPS 6.60                       8.25                 8.34                 8.31                 10.01               

EPS Growth 6.7% 25.0% 1.1% -0.3% 20.4%

ROE 20.2% 21.9% 19.3% 17.0% 18.1%

ROCE 13.7% 17.0% 11.8% 12.4% 13.5%

Capex/Sales 19.7% 23.3% 17.3% 15.0% 10.3%  
Source: Company data, Al Rajhi Capital 
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Key themes & implications 

Shaker is one of the major players in the Saudi AC 
market. Hot climate in the region and huge demand 
for housing units will assure demand for ACs and 
home appliances in the long run. 

 

Share information 

Market cap (SAR/US$) 2.343bn / 0.624bn 

52-week range 57.69 - 90.39 

Daily avg volume (US$) 5.13mn 

Shares outstanding 35.00mn 

Free float (est) 66% 

 
Performance 1M 3M 12M 

Absolute -17.7% -22.5% -5.4% 

Relative to index -15.5% -4.8% -9.7% 

 

Major Shareholder: 

Ibrahim Abu Nayan and Brothers Co. 12.2% 

Abdulgader Almuhaideb and Children Co. 12.2% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 18.7           5.1           15.8         12.4         

P/B (x) 3.6             2.4           2.3           2.2           

EV/EBITDA (x) 13.9           9.1           10.8         9.1           

Dividend Yield 3.7% 5.2% 6.0% 6.3%  
Source: Company data, Al Rajhi Capital 
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Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

Al Hassan Shaker Company is one of the biggest 
manufacturers/distributers of air-conditioners in the 
Kingdom. The company manufactures air 
conditioners under the brand name of LG through 
its JV with the South Korean consumer electronics 
giant. Further, Shaker also sells home appliances. 
Recently, the company acquired ASDA, which is a 
distributor of Bissell products in Saudi Arabia, a 
leading brand for vacuum cleaners 

  
 
 

 

Shaker 

Performance expected to recover in 2015 
Al Hassan Ghazi Ibrahim Shaker engages in the production, wholesale and 

retail sale of air-conditioning products and home appliances. The company is 

one of the largest manufacturers/distributers of air-conditioners in the 

Kingdom. It has a joint venture partnership with LG through which it 

manufactures air-conditioners under the brand name of LG. Moreover, the 

company is expanding its product portfolio in search for new growth 

opportunities. Recently, Shaker has acquired ASDAA and tied up with other 

brands for selling home appliances (except ACs). The company’s financials 

were affected in 2013, due to labor market reforms as well as new efficiency 

requirements imposed by the government. However, the company quickly 

recovered last year, as we expected, owing to the fact that many low efficient 

Chinese brands exited the market leaving room for Shaker to gain more market 

share. Our target price is SAR91 and we have an Overweight rating on Shaker. 

Business overview 

LG Segment: LG is the major business segment that includes locally and 

internationally manufactured LG ACs. LG segment accounts for more than 73% 

of the company’s revenue, more than 80% of the sold LG ACs were 

manufactured locally. 

Non-LG: This segment includes all non-LG products, mostly home appliances. 

It accounts for about 20% of the total revenue. 

Jordan: Shaker also extended its operations to Jordan. About 7% of the 

revenues come from Jordan. 

Investment case 

1. Large demand for housing units coupled with the government’s continued 

spending on infrastructure will insure the demand for ACs and home 

appliances in Saudi Arabia. 

2. Shaker continues investment on logistics, distribution and maintenance 

centers will strengthen its position as dominant player on the AC market. 

3. Possible increase in dividend yield.  

Investment risks 

1. Cut down on government spending would affect the demand for ACs from 

the public sector. 

2. Strict government regulations in regards to efficiency standards 

Period End (SAR) 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue (mn) 1,738                    1,741               1,601                1,775               1,961               

Revenue Growth 11.0% 0.2% -8.0% 10.9% 10.5%

Gross profit margin 29.8% 28.7% 27.3% 24.4% 24.6%

EBITDA margin 15.4% 13.0% 10.5% 8.4% 9.5%

Net profit margin 10.8% 7.2% 28.9% 8.3% 9.6%

EPS 5.36                      3.57                 13.24                4.23                 5.38                 

EPS Growth 4.1% -33.4% 270.5% -68.0% 27.2%

ROE 37.2% 21.2% 56.4% 14.9% 18.4%

ROCE 35.1% 23.7% 15.2% 12.0% 14.9%

Capex/Sales 2.2% 1.8% 5.0% 2.0% 2.0%  
Source: Company data, Al Rajhi Capital 
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Abdullah M. Al-Jarbooa  
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Key themes & implications 

Astra Industrial Group is a diversified conglomerate 
with main interests in pharmaceuticals, advanced 
chemical, steel segments. The company has its 
presence in the Saudi market and in the MENA 
region as well. With the government’s increased 
focus on infrastructure and health, we are positive 
about the company’s future growth prospects, 
though it is facing problems related to scaling up of 
steel production in Iraq.    

 

Share information 

Market cap (SAR/US$) 2.510bn / 0.668bn 

52-week range 28.50 - 65.88 

Daily avg volume (US$) 5mn 

Shares outstanding 74.12mn 

Free float (est) 56% 

 
Performance 1M 3M 12M 

Absolute -16.9% -33.4% -35.2% 

Relative to index -14.7% -15.7% -39.5% 

 

Major Shareholder: 

Arab Supply & Trading Co. 43.8% 

Mohammad N. S. Al Otaibi 8.0% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 9.9             22.0         17.9         10.7         

P/B (x) 1.3             1.3           1.3           1.2           

EV/EBITDA (x) 14.4           22.3         15.1         11.6         

Dividend Yield 5.6% 2.7% 3.4% 5.6%  
Source: Company data, Al Rajhi Capital 
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Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

Astra is a holding company that is backed by its 
parent, Astra Group. The group is the second 
largest private conglomerate in Saudi Arabia. It is 
one of the industrial heavyweights in the KSA. The 
company has business operations in diverse 
segments – pharmaceuticals, steel construction 
and mining through its six subsidiaries. Astra was 
established in 1988 as a limited liability company 
and was converted into a closed joint stock 
company in 2008.   

  
 

 

 

Astra Industrial Group 
Steel segment hurting profit  
Astra Industrial Group is a diversified conglomerate with interests across three 

unrelated segments: pharmaceuticals, advanced chemicals and steel. The 

Saudi government’s focus on improving the healthcare sector in the Kingdom 

augurs well for the company. However, the company’s steel segment is putting 

pressure on the financials. Astra’s Iraq plant has significantly reduced its 

output due to the violence and uncertainty in the region. This led to a sharp 

drop in the company’s earnings in Q2 and Q3 2014. The fall in metal prices 

globally has further worsened the steel segments outlook. , and is likely to put 

pressure. The company’s chemical segment is also expected to be hit by the 

recent slump in commodity prices. We are currently Neutral on the stock with 

a target price of SAR34.4.       

Business overview 

Pharmaceuticals:  Astra operates this business segment through its fully owned 

subsidiary, Tabuk Pharmaceutical, which has a diverse portfolio of generic 

drugs. Tabuk Pharmaceutical was established in 1994. This is the company’s 

biggest business division, accounting for around 50% of the company’s total 

revenues.  

Advanced Chemicals: This business segment comprises Astra Polymers 

Compounding and Astra Industrial Complex and accounts for about 30% of total 

revenues. Astra Polymers is a market leader in the region for producing high-

quality Masterbatch, dust-free additives and custom-made thermoplastic 

compounds. Astra Industrial Complex produces compounded fertilizers and 

other agrochemicals. 

Steel: This business segment consists of the International Building System 

Factory Co. that  produces prefabricated steel structures, and Al-Tanmiya Steel 

Co. (51% stake), which owns Al-Inma’a steel plant in Iraq. The segment accounts 

for only 19.8% of company’s total revenues.   

Investment Case 
1. Strong focus on the development of the healthcare sector in Saudi augurs well 

for the company’s Pharma division, which contributes 50% to company’s 

topline.  

Investment Risks 
1. Continued uncertainty in Iraq will hit the company’s profits.  

2. The recent fall in commodity prices is a negative for the company. 

Period End (SAR) 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue (mn) 1,496                     1,772               1,907               1,988               2,197               

Revenue Growth 8.3% 18.4% 7.7% 4.3% 10.5%

Gross profit margin 41.3% 38.9% 33.0% 35.5% 36.0%

EBITDA margin 15.3% 12.6% 8.1% 11.6% 13.6%

Net profit margin 16.2% 14.3% 6.0% 7.1% 10.7%

EPS 3.27                       3.41                 1.54                 1.90                 3.16                 

EPS Growth -2.2% 4.3% -54.9% 23.2% 66.7%

ROE 13.4% 13.5% 6.0% 7.3% 11.5%

ROCE 8.7% 7.7% 2.9% 5.5% 8.2%

Capex/Sales 10.1% 12.7% 8.0% 6.0% 5.0%  
Source: Company data, Al Rajhi Capital 

Research Department 
ARC Research Team 

Tel +966 11 2119370, devassyp@alrajhi-capital.com 

http://www.efa.biz/


Saudi Healthcare Sector 
Telecom –Industrial 

January 2015 

  

 
    
    

    

 

   
Disclosures Please refer to the important disclosures at the back of this report.  63 

 

 

Disclaimer and additional disclosures for Equity Research 

Disclaimer 

This research document has been prepared by Al Rajhi Capital Company (“Al Rajhi Capital”) of Riyadh, Saudi Arabia. It has been prepared 
for the general use of Al Rajhi Capital’s clients and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or 
manner, without the express written consent of Al Rajhi 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 Al Rajhi Capital. The information contained was obtained from various public sources believed to be 
reliable but we do not guarantee its accuracy. Al Rajhi Capital makes no representations or warranties (express or implied) regarding the 
data and information provided and Al Rajhi 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. Al Rajhi Capital or its 
officers or one or more of its affiliates (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. Al Rajhi 
Capital or its affiliates 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. Al Rajhi Capital, together with its affiliates 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.  

This research document and any recommendations contained are subject to change without prior notice. Al Rajhi Capital assumes no 
responsibility to update the information in this research document. Neither the whole nor any part of this research document may be altered, 
duplicated, transmitted or distributed in any form or by any means. 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 Al Rajhi Capital or any of its affiliates to any 
registration or licensing requirement within such jurisdiction. 

Additional disclosures 
1. Explanation of Al Rajhi Capital’s rating system 
Al Rajhi Capital uses a three-tier rating system based on absolute upside or downside potential for all stocks under its coverage 
except financial stocks and those few other companies not compliant with Islamic Shariah law: 

"Overweight": Our target price is more than 10% above the current share price, and we expect the share price to reach the target 
on a 6-9 month time horizon. 

"Neutral": We expect the share price to settle at a level between 10% below the current share price and 10% above the current 
share price on a 6-9 month time horizon. 

"Underweight": Our target price is more than 10% below the current share price, and we expect the share price to reach the target 
on a 6-9 month time horizon. 

2. Definitions 
"Time horizon": Our analysts make recommendations on a 6-9 month time horizon. In other words, they expect a given stock to reach 
their target price within that time.  

"Fair value": We estimate fair value per share for every stock we cover. This is normally based on widely accepted methods 
appropriate to the stock or sector under consideration, e.g. DCF (discounted cash flow) or SoTP (sum of the parts) analysis.  

"Target price": This may be identical to estimated fair value per share, but is not necessarily the same. There may be very good 
reasons why a share price is unlikely to reach fair value within our time horizon. In such a case we set a target price which differs 
from estimated fair value per share, and explain our reasons for doing so. 

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. 

Contact us 
Pritish K. Devassy, CFA 
Tel : +966 11 2119370 
devassyp@alrajhi-capital.com 
 
Al Rajhi Capital 
Research Department 
Head Office, King Fahad Road 
P.O. Box 5561 
Riyadh 11432 
Kingdom of Saudi Arabia 
Email: research@alrajhi-capital.com 
 
Al Rajhi Capital is licensed by the Saudi Arabian Capital Market Authority, License No. 07068/37. 
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