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Key themes & implications 

APC made some key announcements recently, in 
which it stated that it plans to invest in a PDH 
project in South Korea. Additionally, APC revised 
its dividend policy from semi-annually basis to 
quarterly basis beginning Q3 2014. While the first 
announcement will boost APC’s bottom-line, the 
second one will boost investor confidence. 
However, we believe these positives have already 
been factored in the current price. 

 

Share information 

Market cap (SAR/US$) 9.69bn / 2.582bn 

52-week range 31.00 – 61.75 

Daily avg. volume (US$) 12.5mn 

Shares outstanding 164.0mn 

Free float (est.) 82% 

 
Performance 1M 3M 12M 

Absolute 7.5% 31.4% 88.1% 

Relative to index 2.1% 18.8% 46.3% 

 

Major Shareholder: 

National Polypropylene Co. Ltd. 7.9% 

General Organization for Social Insurance 6.3% 

 

Valuation 

12/13A 12/14E 12/15E 12/16E

P/E (x) 17.4           15.7         15.2         14.3         

P/B (x) 4.3             4.5           4.2           3.9           

EV/EBITDA (x) 12.6           11.6         6.6           6.6           

Dividend Yield 3.8% 5.1% 5.1% 5.1%  
Source: Company data, Al Rajhi Capital 
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Source: Bloomberg, Company data, Al Rajhi Capital 

 

Company summary 

APC – a pure-play polypropylene producer – began 
commercial production in 2008. The company, 
which has integrated operations, has a production 
capacity of 450ktpa. APC, through its long-term off-
take agreements, is able to deliver its produce 
across diverse international markets. The company 
had been mulling investment plans over the past 
few years, and the recent announcement will boost 
its profit and margin over the long-term. 

  
 
 

 

Advanced Petrochemical Co 
PDH project to boost net margin  
APC recently announced that it will invest in a propane dehydrogenation 

(PDH) project in South Korea through its subsidiary – Advanced Global 

Investment Company (AGIC), and will hold a 33.25% stake in the project. The 

PDH plant will boost APC’s bottom-line by approximately SAR200mn from 

2017 onward. In addition to the investment plan, APC announced a change in 

its dividend policy of paying out on a quarterly basis as against the current 

semi-annual basis. The increased frequency of dividend distribution is 

generally an indication of the management’s confidence in the company’s 

operations and profitability. Investors reacted positively to the news as the 

stock rallied ~10% on the day of announcement. Although these initiatives are 

positive over the long-term, the run-up over the past few months has reduced 

the upside for the APC stock. We raise our target price to SAR58.3 a share and 

revise our rating to Neutral. 

PDH project to bolster net income 2017 onward: APC, which had been silent 

on its expansion plans over the last few years, has announced that it will build a 

600ktpa PDH plant in South Korea in partnership with SK Gas. The company 

stated that it will hold a 35% stake in the project through its subsidiary AGIC 

(APC holds 95% in AGIC). The total cost of the project has been estimated at 

SAR3.75bn (US$1bn), of which 60% will be financed through debt, and the 

remaining via equity. APC expects commercial operations to commence in 2016. 

However, we remain conservative and have assumed operations to begin in 

2017. The commencement of the PDH plant is expected to boost APC’s bottom-

line by around SAR200mn once fully operational. Further, with APC holding a 

minority stake, the income would be reported as ‘income from affiliate’, boosting 

APC’s net margins (20% in 2013 to 29% in 2017E). 

Revision of dividend policy to strengthen investor confidence: Along with 

the expansion plan, APC announced a change in its dividend policy. The 

company, which has been paying semi-annual dividends over the past few years, 

declared that it will distribute quarterly dividends going forward. To begin with, 

APC declared dividends of SAR1 a share (including a one-time extraordinary 

dividend of SAR0.25) for Q3 2014. With the company’s investment plan in place, 

we expect its quarterly dividends to stay at SAR0.75 over the near-term, which 

translates into a healthy dividend yield of 5.1%, the second highest in the Saudi 

petrochemical space. We feel the move, which reflects the management’s 

confidence, will lead to higher investor participation. Moreover, considering the 

operational stability and earnings accretion after the PDH plant start-up, APC is 

likely to increase dividends post 2016.  

Period End (SAR) 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue (mn) 2,472                    2,786               3,005               3,023               3,079               

Revenue Growth -11.4% 12.7% 7.9% 0.6% 1.8%

Gross profit margin 15.6% 22.0% 22.1% 23.0% 25.0%

EBITDA margin 22.0% 27.8% 26.8% 34.7% 27.5%

Net profit margin 13.3% 20.0% 20.5% 21.0% 22.0%

EPS 2.00                       3.40                 3.76                 3.88                 4.13                 

EPS Growth -36.0% 69.7% 10.7% 3.1% 6.6%

ROE 16.1% 25.9% 27.9% 28.4% 28.2%

ROCE 13.6% 20.9% 22.1% 18.3% 19.3%

Capex/Sales 3.9% 4.0% 3.7% 3.5% 3.5%  
Source: Company data, Al Rajhi Capital 
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APC plans to issue Sukuk: APC had announced in July that it would conduct a general 

assembly meeting on 15th September, in which it would discuss issuance of a Shariah-

compliant bond. The company stated that it may issue Sukuk in a phased manner, although it 

has not stated the amount it plans to raise. We believe APC may utilize the Sukuk proceeds to 

partially fund its investments in the PDH project. 

Assumptions to our estimates: We have assumed the net margin for PDH plant to be close 

to 20%, which is in line with APC’s net margins. We believe APC doesn’t have a significant 

feedstock cost advantage in Saudi Arabia, which is reflected in its lower gross margins (~22% 

in 2013) compared to some of its peers Yansab (~35%) and SABIC (~30%). Further, advent of 

US shale gas can put downward pressure on LPG prices. US propane is already trading at a 

discount of 15-20% to that of Saudi Arabia. With SK Gas, one of the largest LPG traders in 

Asia, as a partner, we expect PDH plant to have easy access to cheaper LPG, resulting in 

higher net margins. 

Valuation and conclusion: The stock is trading at a multiple of 15.2x (2015E P/E), a 

premium over the petrochemical sector’s multiple of 14.3x. In the absence of investment 

plans, the valuations would have been unsustainable considering the company’s reliance on 

polypropylene for revenues. However, the commencement of the PDH plant will enhance 

APC’s earnings beginning 2017 (2013-2017 CAGR: 12%), justifying the premium valuation. 

Moreover, we believe APC is a good dividend play. The company had paid dividends of 

SAR2.25 for 2013, while we expect it to raise dividends to SAR3 per share (including 

extraordinary dividend) for 2014E. Considering APC’s operational stability and stable 

polypropylene prices, we anticipate APC to distribute SAR3 a share (SAR0.75 per quarter) in 

2015E, which translates into a healthy dividend yield of 5.1% at the current price level. We 

expect APC to increase dividends per share beginning 2017E, once the PDH plants starts 

contributing to the company’s net income.  

Considering the earnings growth, we have revised our target price upward to SAR58.3 per 

share. However, the stock has surged strongly over the past few months (over 44% YTD), 

factoring in the growth and limiting further upside. Consequently, we revise our rating to 

Neutral. 

   Figure 1  APC offers higher dividend yield than the benchmark index and TASI (2015E) 
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   Source: Tadawul, Bloomberg, Al Rajhi Capital 

 
Risks to our rating  
1. Any negative news flow or a delay in commissioning of the PDH plant may lead to 

volatility in the stock prices. 

2. A sudden growth slowdown in the developed and emerging markets may dampen 

polypropylene demand, adversely affecting APC’s top and bottom-line performance.  

3. An unplanned shutdown at its polypropylene plant will severely impact APC’s financials. 
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Income Statement (SARmn) 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue 2,472                2,786           3,005           3,023           3,079           

Cost of Goods Sold (2,086)              (2,174)          (2,341)          (2,328)          (2,309)          

Gross Profit 387                   611               664               695               770               

Government Charges

S.G. & A. Costs (40)                    (46)                (43)                (45)                (46)                

Operating EBIT 346                   566               621               650               724               

      

Cash Operating Costs (1,929)              (2,012)          (2,200)          (1,974)          (2,232)          

EBITDA 544                   773               805               1,049           847               

Depreciation and Amortisation (197)                  (208)             (184)             (399)             (124)             

Operating Profit 346                   566               621               650               724               

Net financing income/(costs) (18)                    (9)                  (5)                  (15)                (25)                

Forex and Related Gains

Provisions -                    -                -                -                -                

Other Income

Other Expenses

Net Profit Before Taxes 328                   557               616               635               699               

Taxes -                    -                -                -                (21)                

Minority Interests -                    -                -                -                -                

Net profit available to shareholders 328                   557               616               635               678               

Dividends (328)                  (369)             (492)             (492)             (492)             

Transfer to Capital Reserve  
 

12/12A 12/13A 12/14E 12/15E 12/16E

Adjusted Shares Out (mn) 164.0 164.0 164.0 164.0 164.0

CFPS (SAR) 3.20 4.66 4.88 6.31 4.89

EPS (SAR) 2.002 3.396 3.758 3.875 4.133

DPS (SAR) 2.000 2.250 3.000 3.000 3.000  
 

Growth 12/12A 12/13A 12/14E 12/15E 12/16E

Revenue Growth -11.4% 12.7% 7.9% 0.6% 1.8%

Gross Profit Growth -32.9% 58.2% 8.6% 4.7% 10.7%

EBITDA Growth -27.6% 42.2% 4.1% 30.3% -19.2%

Operating Profit Growth -35.1% 63.3% 9.9% 4.6% 11.3%

Net Profit Growth -36.0% 69.7% 10.7% 3.1% 6.6%

EPS Growth -36.0% 69.7% 10.7% 3.1% 6.6%  
 

Margins 12/12A 12/13A 12/14E 12/15E 12/16E

Gross profit margin 15.6% 22.0% 22.1% 23.0% 25.0%

EBITDA margin 22.0% 27.8% 26.8% 34.7% 27.5%

Operating Margin 14.0% 20.3% 20.7% 21.5% 23.5%

Pretax profit margin 13.3% 20.0% 20.5% 21.0% 22.7%

Net profit margin 13.3% 20.0% 20.5% 21.0% 22.0%  
 

Other Ratios 12/12A 12/13A 12/14E 12/15E 12/16E

ROCE 13.6% 20.9% 22.1% 18.3% 19.3%

ROIC 14.0% 23.7% 27.2% 27.9% 35.7%

ROE 16.1% 25.9% 27.9% 28.4% 28.2%

Effective Tax Rate 0.0% 0.0% 0.0% 0.0% 3.0%

Capex/Sales 3.9% 4.0% 3.7% 3.5% 3.5%

Dividend Payout Ratio 99.9% 66.3% 79.8% 77.4% 72.6%  
 

Valuation Measures 12/12A 12/13A 12/14E 12/15E 12/16E

P/E (x) 29.5                  17.4              15.7              15.2              14.3              

P/CF (x) 18.4                  12.7              12.1              9.4                12.1              

P/B (x) 4.7                    4.3                4.5                4.2                3.9                

EV/Sales (x) 4.1                    3.5                3.1                2.3                1.8                

EV/EBITDA (x) 18.4                  12.6              11.6              6.6                6.6                

EV/EBIT (x) 28.9                  17.2              15.0              10.7              7.7                

EV/IC (x) 4.2                    4.2                4.0                3.5                2.8                

Dividend Yield 3.4% 3.8% 5.1% 5.1% 5.1%  
Source: Company data, Al Rajhi Capital 
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Balance Sheet (SARmn) 12/12A 12/13A 12/14E 12/15E 12/16E

Cash and Cash Equivalents 462                   544               473               986               627               

Current Receivables 283                   266               350               317               308               

Inventories 141                   145               183               190               216               

Other current assets 21                     19                 33                 33                 33                 

Total Current Assets 907                   974               1,039           1,526           1,184           

Fixed Assets 2,215                2,163           2,110           2,059           2,043           

Investments 2                       2                   152               750               1,249           

Goodwill 98                     54                 242               -                -                

Other Intangible Assets -                    -                -                -                -                

Total Other Assets 33                     33                 32                 32                 32                 

Total Non-current Assets 2,348                2,251           2,536           2,841           3,324           

Total Assets 3,255                3,225           3,575           4,367           4,507           

Short Term Debt 313                   125               142               142               142               

Accounts Payable -                    -                -                -                -                

Accrued Expenses 366                   359               457               507               462               

Zakat Payable 9                       -                -                -                -                

Dividends Payable 3                       4                   127               127               127               

Other Current Liabilities

Total Current Liabilities 691                   487               726               776               731               

Long-Term Debt 500                   455               650               1,248           1,248           

Other LT Payables -                    -                -                -                -                

Provisions 22                     28                 33                 33                 33                 

Total Non-current Liabilities 522                   483               682               1,281           1,281           

Minority interests -                    -                -                -                -                

Paid-up share capital 1,640                1,640           1,640           1,640           1,640           

Total Reserves 403                   614               527               670               856               

Total Shareholders' Equity 2,043                2,254           2,167           2,310           2,496           

Total Equity 2,043                2,254           2,167           2,310           2,496           

Total Liabilities & Shareholders' Equity 3,255                3,225           3,575           4,367           4,507            
 

Ratios  12/12A 12/13A 12/14E 12/15E 12/16E

Net Debt (SARmn) 350                   36                 319               404               763               

Net Debt/EBITDA (x) 0.64                  0.05              0.40              0.39              0.90              

Net Debt to Equity 17.1% 1.6% 14.7% 17.5% 30.6%

EBITDA Interest Cover (x) 29.9                  89.4              162.5           72.2              34.0              

BVPS (SAR) 12.46                13.74           13.21           14.09           15.22            
 

Cashflow Statement (SARmn) 12/12A 12/13A 12/14E 12/15E 12/16E

Net Income before Tax & Minority Interest 328                   557               616               635               699               

Depreciation & Amortisation 197                   208               184               399               124               

Decrease in Working Capital 59                     (10)                (29)                76                 (62)                

Other Operating Cashflow (9)                      7                   (19)                0                   (21)                

Cashflow from Operations 576                   762               752               1,111           740               

Capital Expenditure (97)                    (110)             (110)             (106)             (108)             

New Investments (2)                      -                (350)             (599)             (499)             

Others (74)                    (1)                  (2)                  -                -                

Cashflow from investing activities (173)                  (111)             (461)             (704)             (607)             

Net Operating Cashflow 403                   651               291               406               133               

Dividends paid to ordinary shareholders (305)                  (328)             (573)             (492)             (492)             

Proceeds from issue of shares -                    -                -                -                -                

Effects of Exchange Rates on Cash

Other Financing Cashflow 188                   (196)             -                -                -                

Cashflow from financing activities (417)                  (569)             (362)             107               (492)             

Total cash generated (14)                    82                 (71)                513               (359)             

Cash at beginning of period 476                   462               544               473               986               

Implied cash at end of year 462                   544               473               986               627                
 

Ratios 12/12A 12/13A 12/14E 12/15E 12/16E

Capex/Sales 3.9% 4.0% 3.7% 3.5% 3.5%  
Source: Company data, Al Rajhi Capital 
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Disclaimer and additional disclosures for Equity Research 
Disclaimer 

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 
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. Al Rajhi Capital or its 
officers or one or more of its affiliates (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. Al Rajhi 
Capital or its affiliates 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. Al Rajhi Capital, together with its affiliates 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.  

This research document and any recommendations contained are subject to change without prior notice. Al Rajhi Capital assumes no 
responsibility to update the information in this research document. Neither the whole nor any part of this research document may be altered, 
duplicated, transmitted or distributed in any form or by any means. 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 Al Rajhi Capital or any of its affiliates to any 
registration or licensing requirement within such jurisdiction. 

Additional disclosures 
1. Explanation of Al Rajhi Capital’s rating system 
Al Rajhi Capital uses a three-tier rating system based on absolute upside or downside potential for all stocks under its coverage 
except financial stocks and those few other companies not compliant with Islamic Shariah law: 

"Overweight": Our target price is more than 10% above the current share price, and we expect the share price to reach the target 
on a 6-9 month time horizon. 

"Neutral": We expect the share price to settle at a level between 10% below the current share price and 10% above the current 
share price on a 6-9 month time horizon. 

"Underweight": Our target price is more than 10% below the current share price, and we expect the share price to reach the target 
on a 6-9 month time horizon. 

2. Definitions 
"Time horizon": Our analysts make recommendations on a 6-9 month time horizon. In other words, they expect a given stock to reach 
their target price within that time.  

"Fair value": We estimate fair value per share for every stock we cover. This is normally based on widely accepted methods 
appropriate to the stock or sector under consideration, e.g. DCF (discounted cash flow) or SoTP (sum of the parts) analysis.  

"Target price": This may be identical to estimated fair value per share, but is not necessarily the same. There may be very good 
reasons why a share price is unlikely to reach fair value within our time horizon. In such a case we set a target price which differs 
from estimated fair value per share, and explain our reasons for doing so. 

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. 

Contact us 
 
Jithesh Gopi, CFA 
Head of Research 
Tel : +966 11 2119332 
gopij@alrajhi-capital.com 
 
Al Rajhi Capital 
Research Department 
Head Office, King Fahad Road 
P.O. Box 5561 
Riyadh 11432 
Kingdom of Saudi Arabia 
Email: research@alrajhi-capital.com 
 
Al Rajhi Capital is licensed by the Saudi Arabian Capital Market Authority, License No. 07068/37. 
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