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Key themes 

Petchem prices to remain weak in near-term before 
start recovering in 2020 

Prefer dividend stocks with healthy operational track 
records 

Sipchem and APCC are our top picks 

What do we think? 

Stock Rating Price Target Upside 

SABIC Neutral  SAR95.0 +5.4% 

YANSAB OW  SAR55.0 +10.0% 

SAFCO Neutral  SAR75.0 +2.5% 

APCC OW  SAR52.0 +11.9% 

Tasnee UW  SAR10.4 -10.0% 

Sipchem OW  SAR20.0 +29.0% 
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Pritish K. Devassy, CFA 

Tel +966 11 8365464, devassyp@alrajhi-capital.com 

Saudi Petchem Sector 
Weak 4Q expected; No imminent recovery  
The Saudi petchem sector has remained under pressure in 2019, primarily due 

to weak sector fundamentals, owing to a) lower demand in the end-markets on 

the back of slowdown in global economy amid trade war concerns b) 

additional capacity coming in the market, and c) decline in oil prices and 

thereby product prices. We expect spreads for most products to decline 

sequentially in Q4 2019 amid weaker pricing environment and higher 

feedstock costs. We do not believe that a recovery for product prices is 

imminent till at-least H1 2020. Among the names, Sipchem stock is best 

positioned in our view as we believe Methanol prices could improve. APCC 

gives the best comfort for dividends and earnings stability and deserves a 

premium. We believe Yansab may continue with SAR1.75/share DPS in 2H 

2019 but may cut in 2020 if prices do not recover. 

Petchem prices likely to remain under pressure in the near term on 

weak demand amid global trade concerns. Weak demand for petchem 

products amid trade war concerns, along with new capacity additions have 

impacted demand supply balances in 2019, leading to decline in prices of key 

petrochemical products during the 9M 2019. In Q4 so far, petchem prices have 

continued its downward trajectory with Polymer products’ prices declining ~15-

20% y-o-y and ~3-9% q-o-q and reaching to multi-year low (Figure 3). Similarly, 

prices of intermediate products are also trading lower, with MEG and VAM 

prices dropping in the range of 24-30% y-o-y. Earnings performance is likely to 

remain under pressure in Q4, mainly due to lower product spread amid weak 

product prices and increased feedstock prices (Propane price: +18.4% q-o-q; 

Butane: +24.4% q-o-q, Naphtha: +6.6% q-o-q so far in Q4 2019). While petchem 

prices are mostly around the bottom, we do not expect an immediate recovery in 

prices in the near-term, given weak momentum in oil prices and the slowdown 

in end-markets such as automotive production. Nonetheless, we expect prices to 

start gradually recovering by H2 2020, on likely easing demand concerns due to 

possible trade agreement and slowdown in capacity additions. 

Global commentary mixed: Dow Chemicals believes high-cost producers in 

many key product chains are at breakeven margin today for MEG. Covestro 

expects supply could increase more than demand for Polycarbonate. Methanex 

believes the industry supply-demand dynamics for Methanol is well poised. 

SABIC believes Polypropylene dynamics remain relatively better than others but 

the prices have been declining of late. LyondellBasell – industry consultants 

expect capacity additions, leading to lower operating rates for Polyethylene. 

Overall tone suggests a longer recovery time for the petchem sector. 

Valuations:  

  Figure 1  Changes in estimates and TP   
 

Companies

Old 2020E 

earnings 

(SARmn)

 New 2020E 

earnings 

(SARmn) 

 2020E 

DPS (SAR) 

 2020E Div. 

Yield Old rating New rating

Old TP 

(SAR)

New TP 

(SAR) CMP*

Upside / 

(downside)

SABIC 12,965 9,255 4.0 4.4% Neutral Neutral 108.0 95.0 90.1 5.4%

Sipchem 1,033 973 1.2 7.7% UR OW UR 20.0 15.5 29.0%

SAFCO 2,020 1,645 3.4 4.6% Neutral Neutral 93.0 75.0 73.2 2.5%

Tasnee 69 180 0.0 0.0% Neutral UW 14.0 10.4 11.6 -10.0%

Yansab 2,087 1,697 3.0 6.0% Neutral OW 61.0 55.0 50.0 10.0%

APCC 761 738 2.6 5.6% Neutral OW 53.6 52.0 46.5 11.9%  
   Source: Company data, Al Rajhi Capital. UR: Under review. OW: Overweight. * As of December 2, 2019 
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Prices reach multi-year lows 

   Figure 2  Spot prices declined by double digit % from 2018 level  

2015 2016 2017 2018 2019 YTD Spot price

Average oil prices

Brent (US$/bbl) 54 45 55 72 64 64 

WTI (US$/bbl) 49 43 51 65 57 58 

Feedstock prices (US$/t)

Naphtha 491 399 496 616 521 562

Propane 415 323 464 539 432 430

Butane 435 355 497 536 439 445

Product prices (US$/t)

HDPE 1,238 1,144 1,180 1,302 997 840

LDPE 1,256 1,193 1,255 1,181 1,001 900

PP 1,130 1,003 1,123 1,258 1,088 985

PS 1,219 1,179 1,351 1,466 1,186 1,040

Methanol 295 249 340 409 286 237

Polycarbonates 2,361 2,328 2,736 3,293 2,057 1,900

MEG 938 796 1,028 1,103 742 720

VAM 938 808 967 1,258 948 860

TiO2 2,406 2,158 2,653 3,066 2,763 2,775

Urea 282 206 232 275 261 235  
   Source: Bloomberg, Al Rajhi Capital 

 

Multiples showing mixed trend 

   Figure 3   1Y Fwd PE Multiples comparison of EM/DM/Saudi 
petchem   

   Figure 4   1Y Fwd EV/ EBITDA Multiples comparison of 
EM/DM/Saudi petchem   
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Saudi Chemical Global Chemical EM Chemicals  
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Saudi Chemical Global Chemical EM Chemicals  
   Source: Bloomberg, Al Rajhi Capital. As of November 27, 2019    Source: Bloomberg, Al Rajhi Capital. As of November 27, 2019 
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Key themes 
In Q3 2019, the petchem sector’s top-line (based on our petchem coverage) declined 21.9% y-

o-y and 5.5% q-o-q, largely in-line with our estimated decline of 22.7% y-o-y and 6.5% q-o-q. 

The drop was mainly due to lower product prices and weak sales volume amid shortage in 

feedstock supply for few days following the attack on Aramco’s oil fields. Among covered 

companies, we witnessed a limited impact of reduction in feedstock supply on SABIC, APCC 

and Tasnee, while Yansab and Sipchem impacted higher than expected. The aggregate 

petchem sector’s earnings (based on our petchem coverage) missed our estimate, primarily 

due to lower earnings of SABIC (due to SAR1.5bn impairment charged in Clariant) and weak 

production efficiencies witnessed by Yansab and Sipchem despite lower feedstock prices. 

APCC  

 Polypropylene seems to be better of the products in terms of price performance, helping 

Polypropylene producers to outperform the rest. We see that the company’s operations 

have ramped up well after the shutdowns in the early part of the year and the company is 

now debt free. With FCF per share at SAR3.5 and dividend at SAR2.6/share for 2020, one 

could expect higher dividends, giving us the most comfort among the names under our 

coverage. We expect quarterly DPS to be maintained at SAR0.65/share (~5.5% dividend 

yield) for 4Q 2019, given its healthy cash flow (Q3 EBITDA at ~SAR1.18/sh).  

 For Q3, revenue came in above our estimate, as the company was able to maintain its PP 

production during the Abqaiq incident due to sufficient Propylene inventory and 

continued supply from SATORP without any interruptions. 

 Despite lower top-line growth, both on a yearly and quarterly basis, the company’s 

bottom-line improved by 5.4% y-o-y and 10.8% q-o-q, aided by lower feedstock costs and 

better efficiencies, reflecting strong operating performance of the company, beating our 

estimate. 

 We observed that during the quarter, the company witnessed an unrealized loss of 

SAR155.5mn, largely due to its investment in Tasnee (6% stake).  

 APCC recently repaid Sukuk (~SAR1bn) on 17 November 2019, resulting into debt-free 

company. This provides sufficient headroom to fund its future growth capex. 

   Figure 5  APCC Q3 2019 results  

(SAR mn) Q3 2018 Q2 2019 Q3 2019 Y-o-Y Q-o-Q ARC est

Revenue 745 681 647 -13.1% -5.0% 606

Gross profit 218 246 245 12.5% -0.5% 216

Gross margin 29.3% 36.2% 37.9% 35.7%

Operating profit 191 207 202 6.0% -2.6% 177

Operating margin 25.6% 30.4% 31.2% 29.2%

Net profit 202 192 213 5.4% 10.8% 176

Net margin 27.1% 28.2% 32.9% 29.0%  
   Source: Company data, Al Rajhi Capital 

Tasnee Q3  

 We still see challenges persisting after the company sold its solid cash generating 

subsidiary Cristal to Tronox. However better-than-expected performance of its 

Petrochemical and Downstream & Other segments pushed top-line above our estimate in 

Q3.  

 Gross and operating margins were better-than-expected, mainly due to top-line beat. This 

flowed down to net profit level as well with earnings coming at SAR41mn vs. our net loss 

estimate of SAR39mn. 

 Despite Q3 earnings beat, we continue to believe that its future performance will depend 

on its associates mainly polymer based, SEPC and SPC, which are expected to remain 

under pressure due to challenging market conditions. 
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   Figure 6  Tasnee Q3 2019 results  

(SAR mn) Q3 2018 Q2 2019 Q3 2019 Y-o-Y Q-o-Q ARC est

Revenue 849 731 800 -5.8% 9.4% 664

Gross profit 163 88 91 -44.1% 3.5% 55

Gross margin 19.1% 12.0% 11.4% 8.3%

Operating profit 270 6 212 -21.6% NM 122

Operating margin 31.8% 0.8% 26.5% 18.4%

Net profit 259 297 41 -84.1% -86.1% (39)

Net margin 30.6% 40.6% 5.2% -5.9%  
   Source: Company data, Al Rajhi Capital 

SAFCO  

 After a series of shutdowns in H1 2019, we believe there is now stability in operations. We 

believe there is visibility for higher dividends. Top-line reported broadly in-line with our 

estimate with our expectation, declining 9.8% y-o-y, mostly due to lower sales volume and 

Urea prices.  

 Equity income from Ibn-AlBaytar (SAR26mn vs. SAR37mn expected) was weaker-than 

expected, dragging down net profit marginally below our estimate. 

 Going forward, operating rates are expected to improve in Q4 2019, due to the completion 

Ammonia reliability enhancement project in Q2 2019, while lower Urea prices might keep 

the margins under pressure in near-term. 

 While DPS is likely to be maintained at SAR1.5/sh. for H2 2019, we expect it to improve to 

SAR3.4/sh. (85% payout) for 2020, implying a dividend yield of 4.6%. 

   Figure 7  SAFCO Q3 2019 results  

(SAR mn) Q3 2018 Q2 2019 Q3 2019 Y-o-Y Q-o-Q ARC est

Revenue 1,009 814 910 -9.8% 11.8% 936

Gross profit 585 420 465 -20.4% 10.8% 507

Gross margin 58.0% 51.6% 51.1% 54.2%

Operating profit 481 325 364 -24.4% NM 404

Operating margin 47.7% 39.9% 40.0% 43.2%

Net profit 522 380 414 -20.7% 8.9% 434

Net margin 51.8% 46.8% 45.5% 46.4%  
   Source: Company data, Al Rajhi Capital 

SABIC  

 Slowdown in global economic growth along with weak near-term outlook for petchem 

product prices are expected to keep SABIC’s performance under check. However, strong 

operating rates, coupled with cost control initiatives might provide support to earnings. In 

Q3, revenues dropped 22.9% y-o-y and 6.1% q-o-q, largely in-line with our estimate.  

 Better-than-expected production and operating efficiencies during the quarter pushed 

gross and operating profits slightly higher than our estimates. 

 However, the company charged SAR1.5bn impairment for its investment in Clariant in 

Q3, which dragged down net profit to below our estimate. If we were to adjust this, then 

net income would have been above our expectation. 

 Given its healthy balance sheet, we expect SABIC to maintain its DPS for H2 2019, despite 

lower expected earnings so far in 2019.  

   Figure 8  SABIC Q3 2019 results  

(SAR mn) Q3 2018 Q2 2019 Q3 2019 Y-o-Y Q-o-Q ARC est

Revenue 43,712 35,867 33,690 -22.9% -6.1% 33,246

Gross profit 15,130 10,030 9,630 -36.4% -4.0% 9,238

Gross margin 34.6% 28.0% 28.6% 27.8%

Operating profit 9,960 4,830 4,660 -53.2% NM 4,418

Operating margin 22.8% 13.5% 13.8% 13.3%

Net profit 6,098 2,115 830 -86.4% -60.8% 2,044

Net margin 14.0% 5.9% 2.5% 6.1%  
   Source: Company data, Al Rajhi Capital 



Saudi Petrochemicals  
Petrochemicals –Industrial 

03 December 2019 

  

 
    
    

    

 

   
Disclosures Please refer to the important disclosures at the back of this report.  5 

SIPCHEM  

 Post its merger with Sahara Petrochemical, Sipchem has diversified its product portfolio, 

mainly in the Polymer segment, which reduces the volatility in earnings. The company has 

also witnessed an improvement in liquidity (cash and cash equivalents: SAR2.6bn as of 

Q3 2019) and is likely to yield synergies worth SAR175-225mn over the three years’ 

period. In Q3, top-line missed our estimate, largely due to lower-than-expected sales 

volume on account of feedstock disruption post Aramco incident, and planned shutdown 

of Acetic Acid, VAM and Carbon Monoxide plants.  

 As a result, gross and operating margins narrowed by 8.9pps q-o-q and 10.1pps q-o-q, 

respectively. Consequently, net profit came in lower than our expectation.  

 We remain positive on Sipchem, given its strong operating performance, continued focus 

on cost efficiencies and the absent of any turnaround activates in near-term. Further, 

Methanol prices are likely to rise next year, due to improvement in demand in China.  

 The company declared SAR0.6 per as a dividend for H1 2019, implying an annual 

dividend yield of 7.6% based on current share price (as of 1st December 2019). 

   Figure 9  SIPCHEM Q3 2019 results  

(SAR mn) Q3 2018 Q2 2019 Q3 2019 Y-o-Y Q-o-Q ARC est

Revenue 1,338 1,409 1,402 4.8% -0.5% 1,532

Gross profit 470 489 362 -23.1% -26.0% 506

Gross margin 35.2% 34.7% 25.8% 33.0%

Operating profit 328 320 177 -46.0% NM 296

Operating margin 24.5% 22.7% 12.6% 19.3%

Net profit 180 211 111 -38.4% -47.3% 189

Net margin 13.5% 15.0% 7.9% 12.3%  
   Source: Company data, Al Rajhi Capital 

Yansab  

 Yansab has missed our and street estimates for the last two quarters. There were concerns 

on the higher than expected increase in costs in last two quarters. We expect these costs to 

remain relatively high in Q4 as well. In Q3, top-line missed our estimate, primarily due to 

higher-than-expected impact of the Abqaiq incident on operating rates. We expected a 3% 

impact on operating rate, but it looks like the impact was more around 8%.  

 Despite weaker-than-expected Q3 earnings, we do not expect any cut in DPS for H2 2019 

unless MEG prices continue to decline. To maintain DPS at SAR1.75/share for H2 2019, 

dividend as a % of EBITDA is estimated at ~ 100%, which we believe is manageable, given 

its healthy balance sheet. However it would be up to the board to decide to pay uncovered 

dividends 

   Figure 10  Yansab Q3 2019 results  

(SAR mn) Q3 2018 Q2 2019 Q3 2019 Y-o-Y Q-o-Q ARC est

Revenue 2,110 1,638 1,423 -32.6% -13.1% 1,489

Gross profit 839 432 296 -64.7% -31.4% 391

Gross margin 39.8% 26.3% 20.8% 26.3%

Operating profit 711 330 205 -71.1% -37.7% 294

Operating margin 33.7% 20.1% 14.4% 19.8%

Net profit 729 316 212 -70.9% -32.9% 296

Net margin 34.5% 19.3% 14.9% 19.9%  
   Source: Company data, Al Rajhi Capital 
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Petchem sector Q3 2019 results snapshot 

   Figure 11  Q3 2019 earnings summary  

Q3 2018 Q2 2019 Q3 2019 Q3 2019E* Y-o-Y Q-o-Q Q3 2018 Q2 2019 Q3 2019 Q3 2019E* Y-o-Y Q-o-Q

Covered

APCC 745                681            647            606                  -13.1% -5.0% 202            192            213            176                  5.4% 10.8%

TASNEE 849                731            800            664                  -5.8% 9.4% 259            297            41               (39)                   -84.1% -86.1%

SAFCO 1,009             814            910            936                  -9.8% 11.8% 522            380            414            434                  -20.7% 8.9%

SABIC 43,712           35,867       33,690       33,246            -22.9% -6.1% 6,098         2,115         830            2,044               -86.4% -60.8%

Sipchem 1,338             1,409         1,402         1,532               4.8% -0.5% 180            211            111            189                  -38.4% -47.3%

Yansab 2,110             1,638         1,423         1,489               -32.6% -13.1% 729            316            212            296                  -70.9% -32.9%

Not-covered

Chemanol 187                151            113            146                  -39.5% -24.9% 22               (9)                (32)             (9)                     NM NM

Petrochem 2,297             1,651         1,958         1,651               -14.8% 18.6% 307            183            171            NA -44.4% -6.8%

Petro Rabigh 12,041           9,032         8,742         NA -27.4% -3.2% 243            (308)           394            NA 61.9% NM

SIIG 2,297             1,651         1,958         1,651               -14.8% 18.6% 319            205            160            NA -49.7% -21.9%

Kayan 3,376             2,429         2,303         2,186               -31.8% -5.2% 472            (273)           1                 (330)                 -100% NM

Revenue (SAR mn) Net profit (SAR mn)

 
   Source: Company data, Bloomberg, Al Rajhi Capital. * ARC estimates for covered companies and consensus estimates for non-covered companies. 
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IMPORTANT DISCLOSURES FOR U.S. PERSONS 

This research report was prepared by Al Rajhi Capital (Al Rajhi), a company authorized to engage in securities activities in Saudi Arabia.  Al 
Rajhi is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of research 
reports and the independence of research analysts. This research report is provided for distribution to “major U.S. institutional investors” in 
reliance on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the 
“Exchange Act”).  

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on 
the information provided in this research report should do so only through Rosenblatt Securities Inc, 40 Wall Street 59th Floor, New York 
NY 10005, a registered broker dealer in the United States.  Under no circumstances should any recipient of this research report effect any 
transaction to buy or sell securities or related financial instruments through Al Rajhi. Rosenblatt Securities Inc. accepts responsibility for the 
contents of this research report, subject to the terms set out below, to the extent that it is delivered to a U.S. person other than a major U.S. 
institutional investor. 

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry 
Regulatory Authority (“FINRA”) and may not be an associated person of Rosenblatt Securities Inc. and, therefore, may not be subject to 
applicable restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a 
research analyst account. 

Ownership and Material Conflicts of Interest 

Rosenblatt Securities Inc. or its affiliates does not ‘beneficially own,’ as determined in accordance with Section 13(d) of the Exchange Act, 
1% or more of any of the equity securities mentioned in the report. Rosenblatt Securities Inc, its affiliates and/or their respective officers, 
directors or employees may have interests, or long or short positions, and may at any time make purchases or sales as a principal or agent 
of the securities referred to herein. Rosenblatt Securities Inc. is not aware of any material conflict of interest as of the date of this 
publication. 

Compensation and Investment Banking Activities  

Rosenblatt Securities Inc. or any affiliate has not managed or co-managed a public offering of securities for the subject company in the past 
12 months, nor received compensation for investment banking services from the subject company in the past 12 months, neither does it or 
any affiliate expect to receive, or intends to seek compensation for investment banking services from the subject company in the next 3 
months. 

Additional Disclosures 

This research report is for distribution only under such circumstances as may be permitted by applicable law.  This research report has no 
regard to the specific investment objectives, financial situation or particular needs of any specific recipient, even if sent only to a single 
recipient.  This research report is not guaranteed to be a complete statement or summary of any securities, markets, reports or 
developments referred to in this research report.  Neither Al Rajhi nor any of its directors, officers, employees or agents shall have any 
liability, however arising, for any error, inaccuracy or incompleteness of fact or opinion in this research report or lack of care in this research 
report’s preparation or publication, or any losses or damages which may arise from the use of this research report. 

Al Rajhi may rely on information barriers, such as “Chinese Walls” to control the flow of information within the areas, units, divisions, groups, 
or affiliates of Al Rajhi. 

Investing in any non-U.S. securities or related financial instruments (including ADRs) discussed in this research report may present certain 
risks.  The securities of non-U.S. issuers may not be registered with, or be subject to the regulations of, the U.S. Securities and Exchange 
Commission.  Information on such non-U.S. securities or related financial instruments may be limited. Foreign companies may not be 
subject to audit and reporting standards and regulatory requirements comparable to those in effect within the United States. 

The value of any investment or income from any securities or related financial instruments discussed in this research report denominated in 
a currency other than U.S. dollars is subject to exchange rate fluctuations that may have a positive or adverse effect on the value of or 
income from such securities or related financial instruments.   

Past performance is not necessarily a guide to future performance and no representation or warranty, express or implied, is made by Al 
Rajhi with respect to future performance.  Income from investments may fluctuate.  The price or value of the investments to which this 
research report relates, either directly or indirectly, may fall or rise against the interest of investors.  Any recommendation or opinion 
contained in this research report may become outdated as a consequence of changes in the environment in which the issuer of the 
securities under analysis operates, in addition to changes in the estimates and forecasts, assumptions and valuation methodology used 
herein.   

No part of the content of this research report may be copied, forwarded or duplicated in any form or by any means without the prior consent 
of Al Rajhi and Al Rajhi accepts no liability whatsoever for the actions of third parties in this respect. 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 
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