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Disappointing end to 2018 

Saudi Kayan Petrochemical Company (Kayan) reported an unexpected loss in 4Q2018, 
posting a bottom line of SAR (111) million that missed both our and street’s estimates of 
SAR 396 million and SAR 336 million respectively. Nevertheless, yearly profits have more 
than doubled, rising from SAR 668 mln to SAR 1.7 bln in 2018. The company attributed 
the quarterly loss to decrease in the average selling prices of most products, lower 
quantities sold and higher SG&A costs. It appears that the company holds much higher 
idiosyncratic risks than its peers, which causes volatility in earnings. Trading at a 2019E 
P/E of 10.0x, we maintain our Buy recommendation but reduce our target price to SAR 
18.00 from SAR 20.00 earlier.  

Revenues tumble, gross margins contract Q/Q 

The Company experienced weaker average selling prices and lower sales volume in 
4Q2018, causing revenues to increase +14% Y/Y but fall -22% Q/Q to settle at SAR 2.6 
bln. While this was expected, the extent of the quarterly decrease widely surpassed the 
quarterly decline of three of its major products. MEG decreased -13% Q/Q, and -8% Y/Y, 
Polypropylene (PP) was down -4% Q/Q but up +4% Y/Y, Polyethylene (PE) decreased by 
-8% Q/Q and -4% Y/Y. Gross profit came in at SAR 274 million, rising by +76% Y/Y but 
falling -71% Q/Q. Gross margins expanded to 10% from 7% last year but contracted from 
28% in the previous quarter. The quarterly contraction was puzzling as product spreads 
were higher or at least at the same level as last quarter. Indeed Kayan did not cite higher 
feedstock costs on a Q/Q basis, thus the contraction seems excessive. 

Opex rises Q/Q and Y/Y  
Operating profit jumped by +429% Y/Y but plummeted -92% Q/Q to SAR 62 million. 
Operating expense stood at SAR 212 million, rising +47% Y/Y and +27% Q/Q. It is 
surprising that operating expenses reacted inversely to sales, and to a significant degree, 
given the absence of any extraordinary costs. As we mentioned before, cost 
management needs to be improved further to weather market downturns and 
reduce earnings volatility during challenging times.  

Maintain Buy 

Aside from cost-management issues, we cannot ignore the pivotal role that the 
economic conditions in Asia played in the company’s 4Q2018 results. China accounts for 
more than half of MEG global consumption thanks in part to its dominant textile 
industry. Currently, the industry is taking a heavy hit not only due to the US-China trade 
tensions, but also from increasingly stringent environmental regulations that are 

burdening SME textile producers, who represent over 90% of textile companies. This is 
negatively affecting operating rates in the short run until eventually disadvantaged 
players adapt or merge with larger plants. As a result, MEG supply is expected to surpass 
demand in the short term as new capacities are set to go online in the next couple of 
years while demand lags behind. Given the short-term nature of the aforementioned 
factors and the yearly rise in the company’s profit, we maintain our Buy 
recommendation and reduce our target price to SAR 18.00. 
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Rating Buy 
12- Month Target Price SAR 18.00 

 

  
Expected Total Return 

Price as on Jan-21, 2019 SAR 13.42 

 Upside to Target Price 34.1% 

Expected Dividend Yield 0.0% 

Expected Total Return 1.34 % 

  

Market Data 

52 Week H/L  SAR 18.52/10.98 

Market Capitalization    SAR 20,130 mln 

Shares Outstanding  1,500 mln 

Free Float  65% 

12-Month ADTV (mln) 10.47 

Bloomberg Code  KAYAN AB 
 

1-Year Price Performance 

 
 

Source: Bloomberg 

  
 

Fig in SAR mln  
MlnMMln 

 RC. Est 
Estimates 

          Actuals 

Revenue 3,005 2,636 

EBIT 701 62 

Net Income  396 (111) 

EPS (SAR) 0.26 (0.07) 
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Key Financial Figures 

    FY Dec31 (SAR mln) 2017A 2018* 2019E 

Revenue 9,984 12,263 12,631 

EBIT 1,630 2,661 3,338 

Net Profit 668 1,702 2,010 

EPS (SAR) 0.44 1.13 1.61 

DPS (SAR) - - - 

BVPS (SAR) 9.27 10.47 12.01 

      *2018 figures are preliminary 

Key Financial Ratios 

    FY Dec31  2017A 2018E 2019E 

ROAA 1.7% 4.6% 4.9% 

ROAE 4.8% 10.9% 11.4% 

P/E 30.1x 11.8x 10.0x 

P/B 1.5x 1.3x 1.1x 

EV/EBITDA 22.0x 13.73x 10.12x 

EV/Sales 3.89x 3.13x 2.48x 
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Stock Rating 

Buy Neutral Sell Not Rated 

Expected Total Return  

Greater than 15% 

Expected Total Return  

between -15% and +15% 

Expected Total Return less 

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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