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Target Price: SAR43.0/share
Market price: SAR31.85/share
Upside: +35% (+Div. Yield: 7.8%)
Rating: Overweight

Sahara International Petrochemical - SIPCHEM
Weak 3Q earnings; Remain Overweight with SAR43/sh. TP

. 3Q23 top-line grew by 5.2% q/q on increased sales volume, however earnings (-25.5%

_ g/q) were impacted, due to weaker-than-expected margins, mainly for the polymer and

TASI ticker 2310 marketing segments.

M SAR . . . . L
AvcgapTid V:;?;ARmn) 23::7 - Methanol prices are likely to recover, aided by better demand, mainly from Asia, firm
Freo.; F|Oé-\t 89.6% oil prices, and slower growth in capacity expansion, supporting product spreads.

QFI Holding 14.1% . Post weak 3Q23 earnings, we revise our TP to SAR43.0/sh. based on blended valuation
TASI FF weight 1.23% (EV/EBITDA and DCF) but remain overweight on the stock.

Source: Bloomberg

3023 results: Top-line rose 5.2% q/q to SAR1.8bn (largely in line with our estimate), mainly
driven by increased sales volume following the shutdowns at the IMC and IDC plants in 2Q,
offsetting a decline in prices for some products. However, despite higher top-line growth and

125 lower feedstock costs, gross profits were impacted by 13% q/q, with gross margin narrowing
115 W down by 5.4ppts to 25.6% (lower than our estimate of 35.2%) during the quarter.
105

Prices indexed to 100

95 The gross profit miss was mainly due to higher-than-expected costs associated with the polymer
85 . . . . . . .

- business (-4ppts g/q decline in gross margin) and inter-segment adjustments (mostly marketing
65 volumes), offsetting an improvement in Basic Chemical (+2ppts g/q) and Intermediate (+11ppts)

segments gross margins. This further flowed down the operating level as well. In addition, the
company witnessed a decline in equity income (-33% q/q), despite lower feedstock prices.
——TASI ——Sipchem Overall, net profit came in at SAR233mn (-25.5% q/q; the lowest level since 4Q20), missing our
(SAR375mn) and consensus (SAR404mn) estimates.
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Source: Bloomberg
Earnings to recover on a likely recovery in Methanol prices: After declining by 17% g/q in 2Q23,
mainly due to weak demand and lower coal/gas prices, average Methanol prices recovered by
3% g/q in 3Q23. Going forward, we expect Methanol prices to continue to recover, driven by i)
firm oil prices (a recent spike in oil prices may reflect in Methanol prices with a lag), ii) improving
demand in China (Figure 5) on higher MTO plants operating rates (Figure 4) and a recovery in
Chinese economic activities post-stimulus package announced by the government, iii) a
recovery in coal (Figure 3; highly correlated with Methanol price) and gas prices iv) likely
restocking activities, mainly in China and v) slower growth in capacity additions (Figure 6).

Figure 1: Key financial metrics

Kunal Doshi Revenue 10,254 7,554 8,144 8,613
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Kunal.doshi@gibcapital.com Gross Profit 4,839 2,383 2,779 3,154
Gross Profit margin 47% 32% 34% 37%
Khaled Bin Ateeq EBITDA 4,961 2,549 2,917 3,226
BB R Op. income 4,047 1,661 2,030 2,362
Khaled.BinAteeg@gibcapital.com Net profit 3,595 1,368 1,697 2,029
Net profit margin 35% 18% 21% 24%
EPS 5.0 1.9 2.3 2.8
P/E 6.4x 16.9x 13.7x 11.4x

Source: Company data, GIB Capital.
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Further, the long-term outlook for Methanol remains positive due to its low carbon footprint.
Methanol is gaining traction in the global shipping market with shipping and trading firms with
large fleets either ordering new methanol-run vessels or retrofitting existing fleets. Accordingly,
on a conservative basis, we expect Methanol prices to improve by ~6% y/y in 2024e. This, along
with likely improvement in average Acetic Acid (+6% q/q so far in 4Q), VAM prices (+9% q/q),
and polymer prices (+3-6% q/q) may support product spreads (Figure 2) and thereby drive the
near to medium-term earnings.

In addition to the likely improvement in earnings next year, we expect the
two recent developments may act as an upside catalyst, which may support the share price
going forward. These include i) Sipchem, in Sep 2023, has secured the required feedstock
volume to develop a blue ammonia plant in Jubail with a capacity of 1.2mtpa and ii) The
company plans to expand the capacity of the PP, VAM, and EVA plants by 25-30%. Both these
projects would be EPS accretive in our view, however, we have not factored these into our
estimates due to limited data availability.

Despite earnings pressure so far this year,
we expect the company to maintain DPS at SAR1.25 for 2H23 and SAR2.5/sh. for 2024e,
implying a robust dividend yield of ~8%. We note that the company has strong cash positions
(SAR2.2bn including short-term investments) with healthy free cash flow generation abilities
(SAR2.0-2.8bn over 2024e-30e). Further, Sipchem’s robust leverage position (net debt to
EBITDA: 0.2x in 2024e vs 0.8x in 3Q23) should help the company improve its dividends gradually
as well as provide sufficient headroom for future growth plans.

Post weak 3Q results and updating our latest commodity price deck, we revise our
forward-looking estimates, leading to a revision in our TP. We value the company based on an
equal blend of EV/EBITDA and DCF valuation. We use an EV/EBITDA of 9x (3-year average
EV/EBITDA has been 9x) to arrive at a multiple-based 12-month forward valuation of
SAR41/share. For DCF, we use a WACC of 10.5% and cost of equity of 11.3% and arrive at a 12-
month forward DCF target of SAR45/share. Given the 35% upside, we maintain our Overweight
rating for the stock. Also notably, the company had bought shares from the market (~2mn
through two phases), at a total value of “SAR100mn, an average price of SAR48.8/share in 2022.
Further, in May 2023, Sipchem’s shareholders approved a repurchasing maximum of 65.12mn
shares within 12 months using its internal sources.

e Doubled-edged operating leverage: The high operating leverage acts in both ways and
hence further weakness in key product prices may lead to disproportionally weaker profits.

e Shutdowns: The waterfall model of production (that is the output of one plant feeds as
input into another plant) makes it difficult to forecast earnings with accuracy given the
complexity in accounting. Additionally, a shutdown at its first-stage plant may weaken
production at all of its other plants. The last time IMC had a shutdown was in 2Q23.

e Dividend risk: Given the weak earnings over the past couple of years, there is a possibility
for a reduction in dividends. We note that the payout was above 100% in 1H23.
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Figure 2: Weighted average Sipchem’s spreads (USS/t) vs. average stock price (SAR)
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Source: Company data, Bloomberg, GIB Capital. * QTD

Figure 3: Methanol and coal prices trend (USS/t)

Figure 4: China CTO/MTO operating rate (%)

520 280 o
470 230 5%
420
180
370 o
130
320 sos
270 80
o~ o~ o~ o~ o~ o~ [22] [22] [22] [22] [22]
oy g g g g g g g d 50%
cC - > 5 o 2 c £ > 35 o
SEEFSER2E34
a0%
Methanol  e====Coal (RHS) Jan22 Mar-22 May-22 Jul-22 Sep22 Now-22 Jan-23 Mar-23 May-23 Ju-23 Sep23
Source: Bloomberg, GIB Capital Source: ICIS, GIB Capital
Figure 5: Methanol demand growth, 2019-23e Figure 6: Methanol capacity growth rate
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This research report has been prepared by GIB Capital, Riyadh, Saudi Arabia. It has been prepared for the general use
of GIB Capital's clients and may not be altered, redistributed, retransmitted or disclosed, in whole or in part, or in any
form or manner, without the express written consent of GIB Capital. Receipt and review of this research document
constitute your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or
information contained in this document prior to public disclosure of such information by GIB Capital. The information
contained was obtained from various public sources believed to be reliable, but we do not guarantee its accuracy. GIB
Capital makes no representations or warranties (express or implied) regarding the data and information provided and
GIB Capital does not represent that the information content of this document is complete, or free from any error, not
misleading, or fit for any particular purpose. This research document provides general information only. Neither the
information nor any opinion expressed constitutes an offer or an invitation to make an offer, to buy or sell any securities
or other investment products related to such securities or investments. It is not intended to provide personal
investment advice and it does not take into account the specific investment objectives, financial situation and the
particular needs of any specific person who may receive this document.

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

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

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

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

Contact us for queries:

Sell Side Research Department,

GIB Capital,

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