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SAUDI INTERNATIONAL PETROCHEMICAL COMPANY (SIPCHEM)

3Q2018 First Look

Earnings Inline with Forecast
Saudi International Petrochemical Company (Sipchem) reported its 3Q2018 results that

Price as on Oct-22, 2018 sals Le matched our expectations and beat market consensus. Net income was reported at
Upside to Target Price 23.1% SAR 180 million (EPSSAR 0.49) as compared to our forecastof SAR 176 million (EPSSAR
Expected Dividend Yield 3.1% 0.48) and street’s estimate of SAR 159 million. Revenues of SAR 1.34 billion was slightly
Expected Total Return 26.2% lower than our forecastof SAR 1.39 billion. Marginsimproved Y/Y but shrankQ/Q as a
result of slightly lower average selling prices and a planned shutdown in one of their
plants. We reaffirmour target priceat SAR 24.00 and upgrade to Buy rating.
Market Data
el SAR 24.30/13.80 Revenues up +26% Y/Y
Sipchem managed to register revenues of SAR 1.34 billion in 3Q2018, increasing +26%
Market Capitalization Al v/ Y/Y but decreasing -9% Q/Q, which was close to our forecast of SAR 1.39 billion. Lower
Shares Outstanding 366.7 min average selling prices coupled with a planned shutdown in their methanol plant
Free Float 89.0% (ongoing, began 16 September) impacted the company’s sales. Methanol prices were
12-Month ADTV (000’s) 1,050.3 flat on a Q/Q basis but increased +31% Y/Y while VAM prices increased +4% Q/Q and
Bloomberg Code SIPCHEM AB +27% Y/Y. Given the product portfolio of the company, we expect the decrease in
average selling prices was caused by company discounts to counter the rapid
depreciationin the Chinese Yuanthat occurred duringthe quarter.
1-Year Price Performance
Gross margin recedes Q/Q
Eg Gross profitrose+28% Y/Y but fell -14% Q/Q to settle at SAR 470 million. Gross margins
150 marginally increased to 35% from 34% last year but fell from 37% in the preceding
Eg quarter. We believe gross margins will reach historical highs beginningin 2019 as the
120 Company finalizes their energy efficiency and performance enhancement project for
Eg their methanol plant next month. Sipchem began a periodic scheduled turnaround for
%0 their methanol plant on 16 September that will last five weeks and which they will
= utilizeto finalizethe project.
O N D ] FM A M J J A S O
—— Sipchem — sl Operating profit declines -20% Q/Q
Sipchem reported an operating profit of SAR 328 million as opposed to our estimate of
Source: Bloomberg SAR 351 million; rising by +29% Y/Y but declining by -20% Q/Q. Consequently,
M 1y oy operating margins deteriorated by 300bps over the preceding quarter to settle at 25%.
60% - Operating expenses for the quarter amounted to SAR 142 million versus SAR 135
millionintheprevious quarter and SAR 113 millionlastyear.
40% 1 We upgrade to Buy
20% - Net income was reported at SAR 180 million (+48% Y/Y, -15% Q/Q), in line with our
estimate of SAR 176 million but surpassing market consensus of SAR 159 million. We
0% - expect methanol prices to stay firm until the end of the year, which will help soften the
impact on the company’s earnings from the five-week plant shutdown. Sipchem is
2 currently trading at a 2018E P/E of 13.6x which is close to TASI’s forward PE of 14.2x.
B Sipchem B TASI We reviseour ratingto a buy and maintain our target price at SAR 24.00.
Figin SAR mln RC. Est Actuals Key Financial Figures Key Financial Ratios
Revenue 1,393 1,338 FY Dec31 (sARmin) | 2017A | 2018E | 2019E | EE!
EBIT 351 328 Revenue 4,459 4,882 5,625 RO 2.7% 3.2% 3.1%
EBITDA 1,720 1,925 2,071 ROAE 7.7% 9.1% 9.3%
Netlincome 71 = Net Profit 437 528 547 P/E 16.5x  13.6x  13.2x
EPS (SAR) 0.48 0.49 EPS (SAR) 1.19 1.44 1.49 P/B 1.3x 1.24x 1.22x
DPS (SAR) 0.50 0.60 0.60 EV/EBITDA 7.5x 6.7x 6.3x
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Stock Rating
Neutral Not Rated
Expected Total Return Expected Total Return Expected Total Return less Under Review/ Restricted
Greater than 15% betw een -15% and +15% than -15% nder Reviewl Restricte

* The expected percentage returns are indicative, stock recommendations also incorporate relevant qualitative factors

For any feedback on ourreports, please contactresearch@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, opinionsa nd
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 notrepresentthatthe informationin
this reportis complete or free from any error. This reportis not, and is not to be construed as, an offer to sellor solicitation of
an offer to buy any financial securities. Accordingly, no reliance should be placed on the accuracy, fairness orcompleteness of
the information contained in this report. Riyad Capital accepts no liabilitywhatsoever for any loss arising from anyuse 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
interestin securities or other assets referred to in this report.

Opinions, forecasts or projections contained in this reportrepresentRiyad Capital's currentopinions orjudgmentas atthe date
of this report only and are therefore subjectto change withoutnotice. There can be no assurance thatfuture results or events
will be consistentwith any such opinions, forecasts or projections which representonlyone possible outcome. Further, such
opinions, forecasts or projections are subjectto certain risks, uncertainties and assumptions thathave notbeen 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
originallyinvested amount.

This report provides information ofa general nature and does notaddress the circumstances, objectives, and risk tolerance of
any particularinvestor. Therefore, itis not intended to provide personal investmentadvice and does nottake into accountthe
reader’s financial situation or any specificinvestmentobjectives or particular needs which the reader mayhave. Before making
an investmentdecision the reader should seek advice from anindependentfinancial, legal, tax and/or other required advisers
dueto the investmentin such kind of securities maynotbe suitable for all recipients.

This research reportmightnotbe reproduced, nordistributed in whole orin part, and all information, opinions, forecasts and
projections contained in itare 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: w ww .riyadcapital.com



