TASI ticker 2223
Mcap (SARbn) 22,208
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Free Float 30.0%
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Target Price: SAR127/share
Market price: SAR131.6/share
Upside: -3.5% (+Div. Yield: 5.1%)
Rating: Neutral

Saudi Aramco Base Oil Company - Luberef

Neutral rating post MSCI EM inclusion/elevated crack
margins

= Strong 1Q23 earnings growth (+47% y/y) was owing to increased crack margin due to
lower feedstock costs, offsetting sales volume declines due to Jeddah plant shutdown.

= Additional feedstock allocation, recent improvement in OpEx. and MSCl inclusions acted
as a tailwind for the stock, however, current high level of crack margins may not sustain.

= Post factoring in the change in the current market dynamics, we raise our target price
to SAR127/sh. based on the DCF valuation method (unchanged), but change the rating
to Neutral post the rally.

Crack margins expected to normalize: Despite the pressure on demand on account of macro
uncertainty and weak oil prices, base oil prices increased 6% y/y in 1Q23, mainly aided by tight
supply (primarily due to turnaround activities). On the other hand, feedstock price (Singapore
Fuel Qil), tracking oil prices, corrected notably during the quarter, resulting in a robust crack
margin of around USS700/t (as per our calculations). Historically, crack margins mostly tracked
oil prices, however, this year, the correlation between the two has diminished, due to supply-
side factors. Nonetheless, going forward, we expect crack margins to start normalizing in 2H23
once most of these plants start operating at their full capacity post-planned maintenance
activities. Accordingly, we expect crack margins to reach ~US$600/t by the end of 2023. Over
the long term, we expect crack margins to further normalize to ~USS$550/t (last three years’
historical average: US$530/t), largely driven by lower product prices.

Increased allocation and OPEX control: Luberef recently amended its deal with Aramco to
procure an additional 5,000bpd of Reduce Crude Oil (RCO; the main feedstock for base oil),
taking the total volume of RCO received for the Yanbu facility to 50,000bpd. This could increase
the total base oil production volume by 93ktpa (Group II: +88ktpa and Group I: +5ktpa; ~8% of
2022 production volume combined). In addition, the company has also inked an agreement to
procure an additional 2,000 b/d of vacuum oil (VCO) for its Yanbu facility, which would be used

in producing certain grades of base oil products and by-products at its Yanbu facility.
Figure 1: Key financial metrics

Revenue 10,614 9,261 9,228 9,486
Revenue growth 20% -13% 0% 3%

Gross Profit 2,504 2,266 1,961 2,016
Gross Profit margin 24% 24% 21% 21%

EBITDA 2,511 2,219 1,882 1,933
Op. income 2,171 1,907 1,581 1,625
Net profit 1,978 1,779 1,495 1,519
Net profit margin 18.6% 19.2% 16.2% 16.0%
EPS 11.72 10.54 8.86 9.00

P/E 11.2x 12.5x 14.9x 14.6x

Source: Company data, GIB Capital
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Moreover, as a part of OpEx cost improvement initiatives, the group has successfully optimized
its water and power costs by shifting to private players, which is expected to reduce OpEx by
SAR28mn annually. These factors would help the company in offset some of the impact from
lower cracking spreads going forward.

Post meeting all the inclusion criteria, Luberef was included in MSCI Saudi
Arabia Standard Index, effective from 1 June 2023. Similarly, FTSE has also announced the
company’s addition to FTSE Mid Cap and Global equity indices, effective 19 June 2023. While
these inclusions would favor the stock and attract inflows, we believe that most positive
fundamentals are already priced in, given that the stock has already gained +44% YTD.

At the time of IPO, the company disclosed its commitment
to paying a minimum dividend of SAR1,125mn in 2023, implying a DPS of SAR6.7/sh. (63%
payout). This offers a healthy dividend yield of ~5%.

Upside from dividends as the cash generation is strong, better than expected
crack margins led by market dynamics are the key company specific upside risks to our
valuation.

Figure 2: Crack spreads vs. Oil prices
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Source: Company data, GIB Capital
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Figure 3: Key financials

Income statement (SARmn) 2022a 2023e 2024e 2025e
Revenue 10,614 9,261 9,228 9,486
revenue y/y 20% -13% 0% 3%
COGS 8,110 6,995 7,267 7,469
Gross Profit 2,504 2,266 1,961 2,016
Gross Profit margin 24% 24% 21% 21%
G&A 217 283 292 300
Operating profit 2,171 1,907 1,581 1,625
Operating margin 20% 21% 17% 17%
Finance costs 74 111 84 51
Net income 1,978 1,779 1,495 1,519
Net margin 19% 19% 16% 16%
y/y 32% -10% -16% 2%
EPS 11.72 10.54 8.86 9.00
DPS 7.49 6.67 6.20 8.10
Payout 64% 63% 70% 90%
EBITDA 2,511 2,219 1,882 1,933
Net debt (45) 499 801 1,018
Balance Sheet (SARmn) 2022a 2023e 2024e 2025e
Inventories 584 504 523 538
Trade Receivables 1,023 893 890 914
Other Current Assets 176 176 176 176
Cash and Equivalents 1,912 2,324 2,457 2,483
Total Current Assets 3,695 3,896 4,046 4,111
Intangible Assets 17 18 18 18
Property, Plant & Equipment 4,819 5,003 5,128 5,010
Total Non-Current Assets 4,950 5,133 5,257 5,138
Total Assets 8,645 9,029 9,303 9,249
Current Liabilities 1,216 1,156 1,207 1,258
Non-current Liabilities 2,346 2,169 1,972 1,749
Equity 5,083 5,737 6,185 6,337
Total Equity and Liabilities 8,645 9,029 9,303 9,249
BVPS 30.1 34.0 36.7 37.6
Cashflow (SARmn) 2022a 2023e 2024e 2025e
Cashflow from Operations 2,017 2,243 1,809 1,831
Cashflow from Investing -49 -495 -425 -190
Cashflow from Financing -1,405 -1,336 -1,251 -1,615
Total Cashflows 563 412 134 26

Source: Company, GIB Capital
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Figure 4: Key ratios

Key ratios 2022a 2023e 2024e 2025e
Profitability ratios

RoA 23% 20% 16% 16%
RoE 39% 31% 24% 24%
Sales/Assets 123% 103% 99% 103%
EBITDA margin 23.7% 24.0% 20.4% 20.4%
Net margin 18.6% 19.2% 16.2% 16.0%
Liquidity ratios

Current Assets/ Current Liabilities 3.0 3.4 3.4 3.3
Debt to Total Equity 44% 36% 31% 27%
Receivable Days 35 35 35 35
Inventory Days 26 26 26 26
Payable days 30 30 30 30
Debt ratios

Net Debt/EBITDA 0.0 0.2 0.4 0.5
Debt/Assets* 26% 23% 20% 18%
Valuation ratios

P/E 11.2 12.5 14.9 14.6
P/B 4.4 3.9 3.6 3.5
EV/adj. EBITDA 8.7 9.9 11.7 11.3
FCF yield 9.9% 5.8% 6.7% 7.5%
Div Yield 5.7% 5.1% 4.7% 6.2%

Source: Company, GIB Capital, * Debt includes bank facilities taken + lease liabilities. Calculations may differ from

those reported by the company



Equity Research Report
LUBEREF AB Equity
4 June 2023

JuuS il
I CAPITAL

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:

Pritish Devassy, CFA, CPA

Sell Side Research Department,

GIB Capital,

B1, Granada Business & Residential Park,

Eastern Ring Road, PO Box 89589, Riyadh 11692

Pritish.devassy@gibcapital.com | www.gibcapital.com
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