January 28, 2018

Rating

12- Month Target Price

Neutral
SAR 98.00

Expected Total Return

ailodl sty
riyad capital

SAUDI BAsic INDUSTRIES CORP (SABIC)

4Q2017 First Look

Earnings Volatility

Earnings surprise versus expectations continued for the third consecutive quarter as
Sabic reported SAR 3.7 billion in net income as compared to street as well as our
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culprits. Oil prices witnessed a substantial jump in 4Q. However, this has led to higher
feedstock prices while product prices have not kept pace. Below par results at Safco
and Kayan’s losses have not helped either. Market is likely to take these results
negatively in the short-term but we believe elevated crude prices and expectations of
better margins could make for an improved 2018. Maintain Neutral.

Revenues do well in 4Q

Revenue growth was in line with expectations, up +8% Y/Y and +4% Q/Q to SAR 40.6
billion as higher product prices helped the Company register a good topline. Basic
petchem prices have risen well in 4Q but lagged the crude rise. Ethylene has risen
+29% Y/Y while polyethylene is up +4% Y/Y. MEG and methanol have increased +35%
Y/Y and +23% Y/Y respectively. While urea prices have continued their uptrend, +30%
Y/Y to USD 259/ton, shutdown at Safco 4 resulted in just SAR 63 million in net income,
hurting Sabic.

Weak gross margins

In our view, weakness in gross margins was the major contributor to below
expectations bottomline. At 31.1%, gross margins came in below 35.6% in the
preceding quarter and our estimates of 34.0% primarily due to a sharper rise in
feedstock prices compared to product prices. As a result, although gross profit is up
+14% Y/Y, it is down -10% on a Q/Q basis. Operating expenses are in line at SAR 5.5
billion. There have been developments below the operating level that have impacted.
While management has talked about cost savings by merging the petrochemical and
polymers business into one unit, there have also been impairments’ related to Hadeed
(around SAR 350 million) and lbn Sina (close to SAR 136 million).

Kayan and Safco disappointed

Yansab was the only subsidiary that reported a strong set of numbers with a net
income of SAR 778 million and beat market estimates led by a +17% Y/Y growth in
revenues. Shutdown at the Safco 4 plant, plummeted 4Q earnings of Safco to just SAR
63 million, market was forecasting SAR 281 million. Kayan was no better, plunging to a
loss of SAR (220) million due to a shutdown spread over 40+ days although topline
witnessed a decent growth.

Net income misses estimates

Net profit of SAR 3.7 billion was unpleasant for the market. SAR 1.22 EPS is down -19%
Y/Y and -37% Q/Q. Market and our forecast was for SAR 5.4 billion in net income.
Media reports point to Sabic focusing on reducing costs by 5-7% in 2018 and
restructuring its business. 2018E P/E of 15.1x appears reasonable although we may
revise earnings post release of full financials. At present, recommend a Neutral with
SAR 98.00 target.
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Revenues

Gross Profit Key Financial Figures Key Financial Ratios

FY Dec31 (sarbin) | 2016A | 2017 | 2018t QFYDec31 | 2016A | 2017E | 2018 |

Revenue 143.0 150.4* 154.9 BVPS (SAR) 70.10 72.70 74.52
EBITDA 47.2 42.1 435 ROAE 11.0% 10.6% 11.7%
Net Profit 17.6 18.4* 21.1 ROAA 5.6% 5.5% 6.2%
EPS (SAR) 5.87 6.13* 7.03 EV/EBITDA 12.9x 11.5x 10.9x
DPS (SAR) 4.00 5.00 5.50 P/E 17.8x 17.3x 15.1x

Net Income
EPS (SAR)
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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



