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Target Price: SAR46.0/share
Market price: SAR32.8/share
Upside: +40.5%

Rating: Overweight

Advanced Petrochemical Company - APPC

PDH-PP plant nearing completion; Remain Overweight

= PDH-PP expansion remains EPS accretive at the current product spreads despite a slight

_ delay and likely initial start-up costs.

TASI ticker 2330 . 4Q spreads are expected to be weak mainly due to higher feedstock prices; however,

Mcap (SARmn) 8,515 easing freight costs and its focus on high-margin markets may partially offset the impact

Avg. Trd. Val (SARmn) 151 = Post revision in our estimates, we revise our TP to SAR46.0/sh. (SAR48.0/sh. earlier)

Free Floa.t 87.5% based on DCF and EV/EBITDA (15x on 2025e EBITDA), implying an Overweight rating.

QFl Holding 9.7%

TASI FF weight 0.36% New PDH-PP plants update - Line 1 likely to start by Dec-end: APPC’s new PDH (843ktpa) and
Source: Bloomberg PP plants (800ktpa) are near completion (97% completed as of 3Q24) with the pre-

commissioning activities are on the ground. APPC expects to begin the trial production from
line 1 of the PDH plant by the end of Dec-24 with line 2 starting by the end of Jan-25 or
the beginning of Feb-25 (vs 2H24 earlier timeline). The PP plant will also begin trial production

Prices indexed to 100

140

130

120 around the same time. Further, the company expects the ramp-up period to be relatively faster
110 (3-4 weeks guidance) given a similar product line, enabling it to reach near the nameplate
100 capacity (~200kt per quarter) in 2Q25e. We note that APPC has already inked three offtake
zz agreements for ~80% of the production (620ktpa; vs ~48% offtake agreements YTD for the
70 existing plant) while the remaining would be marketed through its 100% owned subsidiary,
% % % g ga is § % % % % % % AGMC. However, we note that the company has been witnessing a significant increase in capex
e aeec over its planned capex, rising from SAR7bn earlier announced capex to reach ~SAR10bn (+43%

rise based on SAR8.76bn capex spent so far and future capital commitments excluding its
planned capex for the IPA plant as of 3Q24), slightly higher than our estimate of SAR9.8bn.

Source: Bloomberg

Near-term earnings pressure before realizing full benefits from 2Q25: We expect APPC to
witness initial start-up costs, higher depreciation (SAR347mn annually as per our calculation vs.
SAR325-330mn guidance; excluding the Isopropanol plant), and financial expenses (SAR315mn
annually vs. SAR275-300mn guidance; excluding the Isopropanol plant) post-commercialization,
which may pressure the near-term earnings before realizing its full benefits later in 2025e and
26e. Overall, despite witnessing a significant rise in capex and additional D&A and financial
costs, we still see the expansion as an EPS accretive (even at the current spreads).

Figure 1: Key financial metrics

Revenue 2,374 2,310 5,247 5,917
Revenue growth -20% -3% 127% 13%
Gross Profit 447 393 1,009 1,200
Kunal Doshi Gross Profit margin 19% 17% 19% 20%
+966-11-834 8372 EBITDA 452 397 1,230 1,460
Kunal.doshi@gibcapital.com Op. income 274 201 742 928
Net profit 171 71 270 407
Net profit margin 7% 3% 5% 7%
EPS 0.7 0.3 1.0 1.6
P/E 49.5x 119.0x 31.4x 20.8x

Source: Company data, GIB Capital
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SEA PP prices are likely
to have bottomed out with the average SEA PP prices hovering at around USS$1,000/t
throughout this year. Going forward, we expect PP prices to remain stable at the current level,
although below the historical levels mainly due to weak demand and ample supply. Further,
Brazil's recent import tariff increases from 12.6% to 20% may create further pressure on the
demand. We note that KSA (16.4kt) was the top source for Brazil’s PP imports in September,
followed by Argentina (6.3kt). Moreover, we believe that the recent Chinese government’s
stimulus packages may take time to support its economy and thereby petrochemical prices.

Meanwhile, we expect propane prices to increase further in 4Q (1M lag - averaged at
~USS$622/mt in 4Q24; +6.6% q/q; remain above the historical average) mainly due to seasonality
(growing propane usage as a winter heating fuel). In addition, average freight costs have
increased notably this year (APPC witnessed a 40% q/q jump in freight costs in 3Q), driven by
geopolitical concerns (causing longer routes and tariffs). Although it has recently started
normalizing, it remains high compared to the historical levels. Accordingly, we expect the
product spread to remain under check in 4Q24 with the PP-Propane spread (before the
discount; 1M lag) likely to decline to US$372/mt from US$419/t in 3Q24 (as per our calculation).
However, we believe that APPC’s focus on high-margin markets like Turkey, Africa, LATAM, and
easing freight costs may partially offset the impact on its product spread. Overall, we may
expect a sustainable recovery in PP demand and prices by mid-2025, aided by improvement in
the global economy, and a possible recovery in China (home prices declined at the slowest pace
in 17 months in November, indicating a sign of recovery).

Figure 2: Weighted average APPC’s spreads (USS/t) vs. average stock price (SAR)
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Source: Company data, Bloomberg, GIB Capital

APPC launched the
commercial operation of its pipeline on November 3, 2024, transporting associated petroleum
gas from its PDH unit to Jubail United Petrochemical Co.'s ethylene plant, an affiliate of SABIC.
Back in March 2023, they awarded the SAR50.98mn EPC contract to Gas Arabian (excluding
VAT). The total capex of the project is estimated to be in the range of SAR65-70mn with 50:50%
sharing between APPC and United. This initiative aims to reduce carbon emissions, enhance
efficiency, and convert the gas into high-value-added chemicals. These benefits are expected to
positively impact the environment as well as the company’s financials (SAR15-20mn annual
earnings impact; likely reflected in 4Q24).
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APPC reported strong 3Q24 results with the top line coming largely in
line while the bottom line beat our expectations. Revenues remained largely flat at SAR643mn
(-0.9% q/q), largely in line with our estimate of SAR627mn (consensus: SAR635mn) as increased
sales volume (+1% q/q) was offset by lower product prices (-2% q/q). The company witnessed
an increase in propane price (+6% g/q) and Propylene (+5% q/q), leading to a slight reduction
in gross profit (-3.3% q/q; largely in line) with the corresponding margin narrowing by 40bps to
18.5% (vs 18.3% expected) in 3Q. However, the company has shown a significant improvement
in operating efficiencies with OPEX declining 10% q/q (better-than-expected), translating it into
an above-expected operating profit of SAR76mn. This, along with a slight improvement in losses
from its JV, SK Advanced (SAR30mn vs. SAR33mn losses in 2Q24), further helped the company’s
profitability. Overall, the company posted a net profit of SAR46mn, beating our estimate by
~21%, largely due to better operating efficiencies.

Figure 3: 3Q24 results summary

SARmn 3Q24 3Q23 v/y % 2Q24 q/q% GIBCest. Variance %
Revenues 643 594 8.2% 649 -0.9% 627 2.6%
Cost of sales 524 472 11.0% 526 -0.4% 512 2.3%
Gross profit 119 122 -2.5% 123 -3.3% 115 3.9%
Opex 43 42 2.4% 48 -10.4% 50 -14.2%
Operating profit 76 80 -5.0% 75 1.3% 64 17.9%
Net income 46 45 2.2% 42 9.5% 38 20.8%
Gross margin 18.5% 20.5% 19.0% 18.3%

Operating margin 11.8% 13.5% 11.6% 10.3%

Net margin 7.2% 7.6% 6.5% 6.1%

Source: Company data, GIB Capital

Post revision in our product spreads and estimates, we marginally lower TP to
SAR46.0/sh. (SAR48.0/sh. earlier) based on an equal blend of DCF (7.5% WACC, 2% terminal
growth) and EV/EBITDA (15x on 2025e EBITDA), implying an Overweight rating with 40.5%
upside potential.

e Dividend risk: With current spreads, there is a possibility for a reduction in expected
dividends as debt and rates have increased to fund the growth plan.

e Expansion risks: Delay in execution, and cost overruns of the new project are major risk
factors.

e High benchmark set: Additionally, there is a risk for the newer plants not to match the
current plant’s efficiencies given the high bar set by the current plant. Notably, the results
of its Korean investment have not been as attractive as the Saudi plant.

e  Others: Investment bets taken such as the one in Tasnee may not pay off as expected or
may weigh on sentiments of investors looking for APPC as a pure PP-P play.
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Financial analysis in chart

Figure 3: Revenue trend (SARmn)
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Figure 1: Gross profit and gross margin trend (SARmn)
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Figure 2: Operating profit and operating margin trend (SARmn)
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Figure 6: Net profit and net margin trend (SARmn)
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Figure 7: ROE & ROA
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Figure 3: Net Debt to EBITDA
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Figure 9: Financial statement
Revenue 2,374 2,310 5,247 5,917
revenue y/y -20% -3% 127% 13%
COGS 1,927 1,917 4,238 4,717
Gross Profit 447 393 1,009 1,200
Gross Profit margin 19% 17% 19% 20%
Operating expenses 173 192 267 272
Operating profit 274 201 742 928
Operating margin 12% 9% 14% 16%
Finance costs 3 4 319 374
Net income 171 71 270 407
Net margin 7% 3% 5% 7%
v/y -42% -58% 279% 51%
EPS 0.7 0.3 1.0 1.6
DPS 0.0 0.0 0.5 1.0
Payout 0% 0% 48% 64%
EBITDA 452 397 1,230 1,460
Net debt 6,166 8,331 9,208 8,040

Inventories

Trade Receivables
Prepayments/Other Current Assets
Cash and Equivalents

Total Current Assets
Intangible Assets

Property, Plant & Equipment
Total Non-Current Assets
Total Assets

Current Liabilities
Non-current Liabilities
Equity

Total Equity and Liabilities
BVPS

193
331
187
924
1,635

8,615
9,835
11,470
590
7,078
3,605
11,470
44.3

222
586
195
211
1,214

10,857
11,872
13,087
705
8,530
3,626
13,087
50.6

464
1,262
195
134
2,055

11,341
12,238
14,293
904
9,330
3,790
14,293
55.2

429
765
195
902
2,291

11,045
11,852
14,143
925
8,930
3,976
14,143
54.7

Cashflow from Operations
Cashflow from Investing
Cashflow from Financing
Total Cashflows

211
-3,210
2,916

111
-2,249
1,425

-713

225
-973
671

1,664
-237
-659
769

Source: Company, GIB Capital
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Figure 10: Key ratios

Profitability ratios

RoA 1% 1% 2% 3%
RoE 5% 2% 7% 10%
RolC 3% 2% 6% 7%
Sales/Assets 21% 18% 37% 42%
Net margin 7% 3% 5% 7%

Liquidity ratios

Current Assets/ Current Liabilities 2.8 1.7 2.3 2.5
Debt to Total Equity 197% 236% 246% 225%
Receivable Days 51 93 88 47
Inventory Days 37 42 40 33
Payable days 24 35 33 31
Debt ratios

Net Debt/EBITDA 13.6 21.0 7.5 5.5
Debt/Assets 62% 65% 65% 63%

Valuation ratios

P/E 49.5 119.0 314 20.8
P/B 0.7 0.6 0.6 0.6

EV/EBITDA 33.2 37.8 12.2 10.3
Div. yield 0.0% 0.0% 1.5% 3.1%

Source: Company, GIB Capital
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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:

Sell Side Research Department,

GIB Capital,

B1, Granada Business & Residential Park,
Eastern Ring Road, PO Box 89589, Riyadh 11692
www.gibcapital.com
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