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ADVANCED PETROCHEMICAL COMPANY

2Q2018 First Look

Earnings Rebound

Advanced Petrochemical Company (Advanced) reported its 2Q2018 results with an EPS
of SAR 1.29, beating both our estimates and street’s expectations of SAR 1.04. Revenues
of SAR 750 million was also higher than our estimate of SAR 671 million due to increase
in sales quantity stemming from scheduled turnaround in Q1 2018. Net income of SAR
253 million is up +30% Y/Y and +160% Q/Q. Multiple factors played in the company’s
favor in Q2 such as increased sales quantity, higher PP prices, decrease in propane prices
and a greater share of profits from its associate (SK Advanced). All these factors managed
to provide a boost for Advanced’s earnings. The stock is currently trading at a P/E of
17.9x, slightly above TASI’s 17.7x. We maintain our target price at SAR 48.00 as well as
our Neutral recommendation.

Sales volumes surge

Revenues of SAR 750 million have increased by +24% Y/Y and +49% Q/Q mostly due to a
scheduled turnaround in Q1. This allowed the company to operate at improved levels
throughout Q2 and increase their volumetric sales by +5% Y/Y and +43% Q/Q. Moreover,
an increase in polypropylene selling prices coupled with a decrease in propane prices
further enhanced Advanced’s topline. Selling prices witnessed a rise of +4.9% Y/Y and
+4.1% Q/Q.

Gross margins improve

Gross profit increased by +25% Y/Y and +132% Q/Q, reaching SAR 276 million which was
primarily due to the scheduled maintenance witnessed in Q1 and improved
spreads. Gross margin was relatively flat on a Y/Y basis, however it improved significantly
on a Q/Q basis rising from 24% to 37%.

SK Advanced contributes well

Operating profit was recorded at SAR 247 million, higher than our expectations of SAR
204 million, increasing by +29% Y/Y and +161% Q/Q. Net income of SAR 253 million
surpassed both our estimates and street’s expectations of SAR 204 million and SAR 205
million respectively. SK Advanced contributed a noticeable SAR 24 million to the
company’s bottom line, compared to SAR 10.5 million for the same quarter last year and
SAR 10.2 million for the previous quarter. As a result, net margin reached 34% this
quarter, a rise of 19% from the previous quarter and 32% from last year.

Maintain Neutral

Advanced stock rallied by +11% at the Tadawul in Q2, outperforming the TASI by +4%.
While dividend yield of 5.0% is attractive for value investors, we leave our target price
unchanged at SAR 48.00. We believe the Company can benefit from elevated oil prices
although prices have weakened of late. Nevertheless, possible tightening of spreads still
poses a threat to the company’s earnings. We maintain Neutral on the stock.

Key Financial Figures Key Financial Ratios
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RC. Est

Actuals

Revenue
EBIT

Net Income
EPS (SAR)

671
204
204
1.04

750
247
253
1.29

ROAA 14.6% 18.6% 18.9%
ROAE 21.3% 19.7% 19.8%
P/E 17.0x 16.5x 15.6x
P/B 3.6x 3.3x 3.1x
EV/EBITDA 14.8x 14.2x 12.9x
EV/Sales 5.0x 5.1x 4.8x

FY Dec31 (SARmIn) | 2017A | 2018E | 2019E

Revenue 2,385 2,451 2,476
EBITDA 811 882 921
Net Profit 662 682 721
EPS (SAR) 3.36 3.47 3.66
DPS (SAR) 2.80 2.80 2.80
BVPS (SAR) 15.81 17.62 18.48
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Stock Rating

Neutral Not Rated
Expected Total Return Expected Total Return Expected Total Return less . .
Greater than +15% between -15% and +15% than -15% Under Review/ Restricted

* The expected percentage returns are indicative, stock recommendations also incorporate relevant qualitative factors

For any feedback on our reports, please contact research@riyadcapital.com

Disclaimer

The information in this report was compiled in good faith from various public sources believed to be reliable. Whilst all reasonable
care has been taken to ensure that the facts stated in this report are accurate and that the forecasts, opinions and expectations
contained herein are fair and reasonable. Riyad Capital makes no representations or warranties whatsoever as to the accuracy
of the data and information provided and, in particular, Riyad Capital does not represent that the information in this report is
complete or free from any error. This report is not, and is not to be construed as, an offer to sell or solicitation of an offer to buy
any financial securities. Accordingly, no reliance should be placed on the accuracy, fairness or completeness of the information
contained in this report. Riyad Capital accepts no liability whatsoever for any loss arising from any use of this report or its
contents, and neither Riyad Capital nor any of its respective directors, officers or employees, shall be in any way responsible for
the contents hereof. Riyad Capital or its employees or any of its affiliates or clients may have a financial interest in securities or
other assets referred to in this report.

Opinions, forecasts or projections contained in this report represent Riyad Capital's current opinions or judgment as at the date
of this report only and are therefore subject to change without notice. There can be no assurance that future results or events
will be consistent with any such opinions, forecasts or projections which represent only one possible outcome. Further, such
opinions, forecasts or projections are subject to certain risks, uncertainties and assumptions that have not been verified and
future actual results or events could differ materially.

The value of, or income from, any investments referred to in this report may fluctuate and/or be affected by changes. Past
performance is not necessarily an indicative of future performance. Accordingly, investors may receive back less than originally
invested amount.

This report provides information of a general nature and does not address the circumstances, objectives, and risk tolerance of
any particular investor. Therefore, it is not intended to provide personal investment advice and does not take into account the
reader’s financial situation or any specific investment objectives or particular needs which the reader may have. Before making
an investment decision the reader should seek advice from an independent financial, legal, tax and/or other required advisers
due to the investment in such kind of securities may not be suitable for all recipients.

This research report might not be reproduced, nor distributed in whole or in part, and all information, opinions, forecasts and
projections contained in it are protected by the copyright rules and regulations.
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Riyad Capital is a Saudi closed joint stock company, with commercial registration number (1010239234), licensed and organized by the Capital
Market Authority under License No. (07070-37), and having its registered office at Al Takhassusi Street, Prestige Building, Riyadh, Kingdom of Saudi
Arabia (“KSA”). Website: www.riyadcapital.com



