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Saudi Petrochemical Sector: Saudi Petrochemical sector to show improved
performance, on back of healthy global demand and improved product prices,
while margins are expected to expand QoQ, due to drop in feedstock prices.
NGL feedstock is priced at the lowest level since Oct-2017; Petchem players
with liquid gas feedstock to face margin expansion on olefins derivatives. Saudi
petrochemical performance could improve in the medium term, due to expected
price stability and positive demand outlook. AJC crude price (OPEC Basket)
assumption for 2018 rose to USD 67.5/bbl from USD 62.8/bbl; Target prices of our
universe were revised accordingly. We maintain our Overweight recommendation
on KAYAN and YANSAB, while upgrading APPC from Neutral to Overweight at SAR
52.50/share. We also updated our recommendations from Overweight to Neutral
on Petrochem, Tasnee, Sahara and Sipchem with higher TP.

Saudi Petrochemical sector is likely to witness improved performance in 1Q2018
earnings, due to healthy global demand and improved products prices; while margins
are expected to expand QoQ due to drop in feedstock prices: Crude price (Brent) reached
USD 70.53 per barrel in January, its highest level since December 2014, increasing 10.6%QoQ
to average at USD 67.2/bbl. Crude Prices gained momentum after a surprise drawdown in
crude oil stocks and no substantial rise in US oil production at the beginning of 1Q2018.
However, the bullish sentiment was capped by increasing US production to 10.3 mbpd in
February up by 230 kbpd from the January average, as per EIA estimates. Global consumption
of petroleum is expected to rise 1.7mn b/d in 2018. The EIA indicated oil prices may rebound
to USD 76 per bbl in 2018.The forecasts mentioned above indicate that the crude prices would
continue to stabilize at the current prices level in 2018. Therefore, we raised our average crude
price (OPEC Basket) assumption for 2018 to USD 67.5/bbl from the previous USD 62.8/bbl and
revising the target prices of our universe accordingly.

The rebound in oil price was the key driver for the increases in the Petchem product prices.
Prices of Petchem intermediates and final products witnessed a modest increase during the
quarter while prices of NGL feedstock (Propane, Butane) declined to the lowest level since
Oct-2017. Naphtha average prices rose 17.0%YoY, in tandem with crude prices, to average
at USD 581/ton. Whereas average prices of Saudi Propane and butane declined more than
99%QoQ. Prices of basic petrochemicals such as Ethylene rose lower than its derivatives during
the quarter by 2.3%QoQ in line with an average increase in Asian PE prices of 2.9% amid
healthy downstream ethylene demand. PP average prices rose 6.8% QoQ to USD 1,219/ton,
led by a strong increase in propylene prices (up 12.4%QoQ). Benzene prices rose by 7.0%QoQ
to USD 893/ton, while its derivatives Polystyrene prices increased by 8.2%QoQ to average at
uUsD 1,515/ton.

1Q2018 overall earnings are expected to show a significant QoQ increase due to better
products prices, margins and multiple non-recurring impacts during 4Q2017: SABIC’s
earnings are expected to improve by 54.1%QoQ to SAR 5.65bn on improved product spreads
and non-reoccurring loss in Q4-2017. Metak business is expected to remain under pressure
due to low prices level and sales volumes. For Kayan, our outlook remains optimistic in
FY2018 as compared to FY2017; gross margin is expected to improve in the coming quarters
due to improve efficiency after 4Q2017 plants maintenance and better margins. APPC,
scheduled shutdown of PP and PDH plants for 22 days and 24 days respectively could weigh
on the operating rate and volumetric sales; however earnings are expected to improve by
18.8%Q0Q on lower feedstock prices. Sipchem, the company is expected to show strong
performance, driven by expected up tick in production efficiency and better margins for most
products, as Methanol price jumped by 11.2%YoY. Yansab, net profit is expected to surge
19.0%YoY (-6.9% QoQ) to SAR 723.8mn largely owing to higher operating rate. YANSAB
declared dividend of SAR 3.25/share for 2017 and we expect dividend payment to increase to
at least SAR 3.75/share during 2018. SAFCO, is expected to witness robust Performance (up
482%QoQ), supported by higher sales volume after its major plants shutdowns in 2H2017.
Petrochem, we expect operating rates to improve YoY, driven by the positive impact of plant
shutdown during 2Q2017. However, Tasnee’s net profit is expected to decline in 1Q18 to SAR
285.5mn from SAR 328mn in the previous quarter, mainly due to positive impact of reverse
zakat provisos (SAR 88mn) in the previous quarter. Accordingly, better margins, higher sales
prices and improved operating rates are the key catalyst for overall QoQ increase in 1Q-2018
earnings. A significant QoQ increase in overall 1Q2018 earnings.
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Petrochemical average price performance in 1Q-2018

1Q-2018 QoQ YoY
Naphtha 581 1.8% 17.0%
Propane-Saudi 532 -8.3% 12.8%
Butane-Saudi 513 -11.0% -8.3%
Ethylene 1295 2.3% 10.4%
Propylene 1031 12.4% 14.6%
MTBE 719 5.4% 9.4%
Benzene 893 7.0% -2.2%
Styrene 1358 9.5% 1.3%
Methanol-China 386 5.7% 11.2%
HDPE-Aisa 1330 6.8% 14.2%
LDPE-Asia 1229 -0.2% -4.2%
LLDPE-Aisa 1198 2.2% 4.0%
PP-Asia 1219 6.8% 15.8%
PP - Gulf 1180 7.5% 15.9%
MEG (SABIC) 1144 8.7% 3.5%
MEG (Asia) 981 8.1% 12.4%
PTA-Asia 758 11.0% 14.6%
Ammonia-Gulf 320 7.0% 10.2%
Urea-Gulf 255 -2.6% 1.1%
DAP-Fertilizer 412 7.9% 15.9%
Acetic Acid-AA 720 26.5% 73.2%
Vinyl Acetate Monomer-VAM 1215 5.9% 57.2%
TiO2" 3383 5.4% 32.9%
Polystyrene-Asia 1515 8.2% 6.7%

Source: ICIS, Argaam, AlJazira Capital Research,*Weighted average

Figure 1: Brent Crude (USD per Barrel)
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Q4-2017

Propane *

$464

Propane

$426

2 ERER G polypropylene

$1,141 |polypropylene| $1,219
Cost Margin | 40.70% | Cost Margin | 34.90%
spread $677 spread $793

*based on Export Saudi propane price with 20% discount

Q4-2017

Q1-2018

Butane* $461 Butane $410
INENTE S | DPE-Asia $1,232 LDPE-Asia $1,229
Cost Margin | 37.70% | Cost Margin | 33.40%

spread $771 spread $819

*based on export Saudi Butane price with 20% discount
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NGL feedstock is priced at the lowest level since Oct-2017; Petchem players with liquid gas feedstock to face margin expansion on olefins derivatives:
During 1Q2018, Propane average prices (Saudi propane feedstock is calculated on 20% discount compared to export prices from the port) declined by 8.3%QoQ
and averaged at USD 426 as against USD 464 in 4Q2017. Due to healthy global demand with the recent pick-up in oil prices, the Polypropylene (PP-Asia) and
(HDPA-Asia) both prices rose by 6.8% QoQ. Margin for players with liquid gas feedstock is expected to improve in 1Q2018; as average prices in final products
increased compared to the decline in liquid feedstock prices. On the other hand, Petchem players using mostly Ethane (Fixed cost at USD1.75/MMBtu) as
feedstock are also expected to report better margin in 1Q2018; thus leading to higher profitability. In the current scenario, liquid gas margins are well positioned
for Polypropylene producers, as the final products’ prices have over performed the feedstock prices. Therefore, we believe that in 1Q2018, PP players using liquid

gas as most of their feedstock would witness better margins improvement compared to players using a diversified feedstock portfolio.

Ammonia average price stands at the highest since 1Q2016, while Urea price have declined: Ammonia rose by 7.0%QoQ to average USD 320/ton in
1Q2018 recording the highest price level since 1Q2016. Urea prices declined -2.6%QoQ to average USD 255/ton from USD 261/ton in 4Q2017. We believe that
the increase in Ammonia price was due to an increase in prices of natural gas in China since last December on the back of tightened domestic supply. On the
other hand, although the Urea price have shown weakness in 1Q2018; the slow capacity buildup in China and higher china coal cost are considered key catalyst
for Urea price recovery during 2018. China’s Urea exports have declined 66% over the last two years, from 13.75m tons in 2015 to 8.9m tons in 2016 and 4.66m
tons in 2017 according to ICIS news. Although the long-term outlook on fertilizers market is not certain, we expect the urea prices to continue rising for the next
month as improvement in demand is expected from Europe and US and lower urea export from China as it concentrates on domestic demand, would lead to

higher benefit for fertilizers producers such as SAFCO Co.

Methanol-china hits the highest average quarterly price since 1Q2014 standing at USD 386/ton in 1Q2018; however methanol price is expected to
gradually decline in 2019: Methanol-china average prices in 1Q2018 rose 5.7%QoQ to USD 386/ton backed by strong demand in Chinese market and tight
supplies. The global demand remains strong, as MTO (methanol to olefins) production in china has rebounded significantly since 2H2017. Thus, we expect
improved performance for Sipchem Co. in the coming quarters due to expected higher operating rate and our short-term optimistic outlook of methanol price,
which is the key catalyst to support the company’s downstream prices. However, mid-term outlook on methanol price still under pressure due to expected

additional methanol supply from china; so we expect the price to gradually decline by the beginning of 2019.

Titanium dioxide reaches highest price in more than three years: The weighted average price of Titanium Dioxide (Tio2) rose by 32.9%YoY to USD 3,383/
ton in 1Q2018, mainly due to a slowdown in Chinese Tio2 exports. There are signs that the rising price momentum is continuing in 2Q2018, driven by expected
demand growth and basic supply constraints. Furthermore, demand in 1Q2018 are still proceeding well, despite some low seasonal factors, sustained by
favorable economic conditions, and TiO2 demand is expected to strengthen further in FY2018. Consequently, TASNEE Co. is expected to show improvement in

performance for the next quarters due to continued improvement in average sales prices and improved global demand for Tio2 product.

Valuation update on Saudi Petrochemical stocks under AJC coverage: Rating and PT of companies under coverage are adjusted with amended valuation
inputs and assumptions. Downward revision in KSA total expected market return that is taken at 10.2% from 11.05%; whereas the company’s risk free rate stood
at 3.29%,. We raised our average crude price (OPEC Basket) assumption for 2018 to USD 67.5/bbl from the previous USD 62.8/bbl and revised the target prices of
our universe accordingly. Recent commitment of OPEC and Non-OPEC producers to cut oil output, may give some room, for the oil prices to increase. Therefore,
Saudi petrochemical sector could improve in the medium term, due to expected price stability and positive demand outlook. We keep our recommendations for
SABIC at Neutral with a target price of SAR 107.0/share. Moreover, we maintain our Overweight recommendation on KAYAN and YANSAB, while upgrading APPC
from Neutral to Overweight at SAR 52.50/share. We also updated our recommendations from Overweight to Neutral on Petrochem, Tasnee, Sahara and Sipchem
with higher TP. Finally, we remain Neutral on SAFCO with a target price of SAR 65/share. For 2018, we expect a remarkable performance for YANSAB, Kayan and

Petrochem due to the positive impact after plant maintenance during the previous year and higher products spread.

Q1-2018 earnings estimates - Petrochemical Sector

Forecasted  Forecasted

code Conn; rp:\ae ny Net profits EPS 1Q- QFgaecasted Forecasted Forefasted Pros!)ective 12-month Rating*
1Q-2018(mn) 2018 growth YoY growth EPS-2018 PE-2018 TP
2010 SABIC 5,655.7 1.89 54.1% 8.0% 7.42 15.4x 107.00 Neutral
2020 YANSAB 7238 1.29 -6.9% 19.0% 5.40 13.1x 73.50 Overweight
2290 SAFCO 3929 0.94 482% -6.3% 3.23 21.1x 65.00 Neutral
2310 Sipchem 182.6 0.50 11.0% 99.3% 2.07 10.3x 22.30 Neutral
2330 APPC 1233 0.63 18.8% -0.8% 4.09 11.9x 52.50 Overweight
2060 TASNEE 2855 043 -12.9 176.2% 1.67 11.9x 19.50 Neutral
2350 KAYAN 3944 0.26 NM** 48.6% 1.18 11.7% 14.50 Overweight
2260 SAHARA 137.0 031 44.5% 42.8% 124 14.2x 17.20 Neutral
2002 Petrochem 288.7 0.60 -26.2% 71.9% 249 9.95x 25.50 Neutral

Source: Aljazira Capital * Our ratings are based on the closing prices of 04/04/2018. **Not Meaningful
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Petrochemical price trends
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Allazira Capital, the investment arm of Bank AlJazira, is a Shariaa Compliant Saudi Closed Joint Stock company and
operating under the regulatory supervision of the Capital Market Authority. AlJazira Capital is licensed to conduct
securities business in all securities business as authorized by CMA, including dealing, managing, arranging, advisory,
and custody. AlJazira Capital is the continuation of a long success story in the Saudi Tadawul market, having occupied
the market leadership position for several years. With an objective to maintain its market leadership position, AlJazira
Capital is expanding its brokerage capabilities to offer further value-added services, brokerage across MENA and
International markets, as well as offering a full suite of securities business.

RESEARCH
DIVISION

1. Overweight: This rating implies that the stock is currently trading at a discount to its 12 months price target.
Stocks rated “Overweight” will typically provide an upside potential of over 10% from the current price levels
over next twelve months.

2. Underweight: This rating implies that the stock is currently trading at a premium to its 12 months price target.
Stocks rated “Underweight” would typically decline by over 10% from the current price levels over next twelve
months.

3. Neutral: The rating implies that the stock is trading in the proximate range of its 12 months price target. Stocks
rated “Neutral” is expected to stagnate within +/- 10% range from the current price levels over next twelve
months.

4.  Suspension of rating or rating on hold (SR/RH): This basically implies suspension of a rating pending further
analysis of a material change in the fundamentals of the company.

RATING
TERMINOLOGY

Disclaimer

The purpose of producing this report is to present a general view on the company/economic sector/economic subject under research, and not to recommend a buy/sell/hold for
any security or any other assets. Based on that, this report does not take into consideration the specific financial position of every investor and/or his/her risk appetite in relation
to investing in the security or any other assets, and hence, may not be suitable for all clients depending on their financial position and their ability and willingness to undertake
risks. It is advised that every potential investor seek professional advice from several sources concerning investment decision and should study the impact of such decisions on
his/her financial/legal/tax position and other concerns before getting into such investments or liquidate them partially or fully. The market of stocks, bonds, macroeconomic or
microeconomic variables are of a volatile nature and could witness sudden changes without any prior warning, therefore, the investor in securities or other assets might face
some unexpected risks and fluctuations. All the information, views and expectations and fair values or target prices contained in this report have been compiled or arrived at by
Aljazira Capital from sources believed to be reliable, but Aljazira Capital has not independently verified the contents obtained from these sources and such information may be
condensed or incomplete. Accordingly, no representation or warranty, express or implied, is made as to, and no reliance should be placed on the fairness, accuracy, completeness
or correctness of the information and opinions contained in this report. Aljazira Capital shall not be liable for any loss as that may arise from the use of this report or its contents or
otherwise arising in connection therewith. The past performance of any investment is not an indicator of future performance. Any financial projections, fair value estimates or price
targets and statements regarding future prospects contained in this document may not be realized. The value of the security or any other assets or the return from them might
increase or decrease. Any change in currency rates may have a positive or negative impact on the value/return on the stock or securities mentioned in the report. The investor might
get an amount less than the amount invested in some cases. Some stocks or securities maybe, by nature, of low volume/trades or may become like that unexpectedly in special
circumstances and this might increase the risk on the investor. Some fees might be levied on some investments in securities. This report has been written by professional employees
in Aljazira Capital, and they undertake that neither them, nor their wives or children hold positions directly in any listed shares or securities contained in this report during the
time of publication of this report, however, The authors and/or their wives/children of this document may own securities in funds open to the public that invest in the securities
mentioned in this document as part of a diversified portfolio over which they have no discretion. This report has been produced independently and separately by the Research
Division at Aljazira Capital and no party (in-house or outside) who might have interest whether direct or indirect have seen the contents of this report before its publishing, except
for those whom corporate positions allow them to do so, and/or third-party persons/institutions who signed a non-disclosure agreement with Aljazira Capital. Funds managed by
Aljazira Capital and its subsidiaries for third parties may own the securities that are the subject of this document. Aljazira Capital or its subsidiaries may own securities in one or more
of the aforementioned companies, and/or indirectly through funds managed by third parties. The Investment Banking division of Aljazira Capital maybe in the process of soliciting
or executing fee earning mandates for companies that is either the subject of this document or is mentioned in this document. One or more of Aljazira Capital board members or
executive managers could be also a board member or member of the executive management at the company or companies mentioned in this report, or their associated companies.
No part of this report may be reproduced whether inside or outside the Kingdom of Saudi Arabia without the written permission of Aljazira Capital. Persons who receive this report
should make themselves aware, of and adhere to, any such restrictions. By accepting this report, the recipient agrees to be bound by the foregoing limitations.
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