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Key themes

We expect the Saudi petrochemicals sector to
outperform global peers in the next few years given
its feedstock cost advantages and strong demand
growth from emerging economies. Petro Rabigh is
backed by strong parent companies and its Phase 2
expansion will add to its top-line growth.

Implications

The company’s integrated operating model almost
guarantees low-cost supply of feedstock. While
strategically we are positive, Petro Rabigh has high
gearing which is unlikely to fall in the near term.
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Earnings

Period End (SAR) 12/10A 12/11E 12/12E 12/13E

Revenue (mn) 46,838 57,659 58,353 59,571
Revenue Growth 59.2% 23.1% 1.2% 2.1%
EBITDA (mn) 1,906 5254 5637 5,840
EBITDA Growth 175.6% 7.3% 3.6%
EPS 0.24 3.58 3.86 3.82
EPS Growth 1401.0% 7.9% -0.9%

Source: Company data, Al Rajhi Capital
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Petro Rabigh
Solid start to the year

This report follows our Flash View of 23rd April. Petro Rabigh’s Q1
performance was significantly higher than our forecast, benefiting primarily
from increased crude oil and petrochemical product prices. Crude oil prices
have risen over the past four months on the back of robust growth in emerging
markets and risk of undersupply due to geo-political uncertainty. Hence we
have revised up our economic forecast for the WTI crude oil price from US$87
per barrel to US$93 per barrel. Consequently, we have upgraded our revenue
estimates for the 2011-2014 period; however, we expect a muted performance
in Q2 due to a maintenance shutdown at its refineries. We also have revised
our GRM assumptions following weaker than expected Refining margins in Q1
2011. We do not have an investment rating or target price for Petro Rabigh.

Revenue and profit surpass our estimates by a wide margin: Petro Rabigh’s
revenues for Q1 2011 grew by 16.8% sequentially to SAR15.1bn (compared to our
estimate of SAR12.9bn). The company benefited from the improved crude oil
and Petrochemicals product prices during the quarter (grew by about 13%
sequentially on average) and increased operating rates. The pricing led growth
reflected in improved gross margin of 9.6% in Q1 2011 compared to 6.1% in Q4
2010. The robust top-line performance trickled further down the income
statement as the company reported a net profit of SAR698.5mn vs. SAR52.6mn
in Q4 2010. We were expecting a net profit of SAR359mn while the consensus
was at SAR304mn.

Ascended crude oil price to boost revenues going forward: In line with our
economist forecast for oil price, we have revised up our assumption for the WTI
crude oil price for 2011 from US$87 per barrel to US$93 per barrel; we have
assumed this level also for all future years. Consequently, we have increased our
revenue estimates by 11% for the 2011-2014 period. Revenue growth chiefly
driven by higher realised prices coupled with high operating rates should trigger
an increase in margins. We expect gross margin to improve to 11.2% in 2012
from 10.6% in 2011. Note that, as the gross margin for the refining segment was
weak during the quarter (0.3%), we have updated our model to reflect a gross
refining margin assumption of about US$1.5- 1.8/bbl.

Limited impact due to likely increase in Ethane prices: We think that Saudi
Aramco which provides ethane (a major feedstock) to Saudi Petrochemicals
companies at subsidised rates might increase the ethane prices (from current
level of US$0.75/mmbtu) from 2012 onwards. However, the move will have little
impact on Petro Rabigh as the company has secured the feedstock at $1.50 /
mmbtu and the price is fixed till 2015 (guaranteed supply for 20 years). It is
important to note that the probability of an increase in feedstock price is less
considering that Saudi Aramco is the parent company of Petro Rabigh.

Valuation and conclusion: The Company’s Phase 2 expansion programme and
higher product prices are prime growth drivers for the company. However, high
net debt and plant shutdowns are areas of concern. Petro Rabigh currently
trades on a 2011 EV/EBITDA multiple of 7.9x. We do not have an investment
rating or target price for Petro Rabigh.

Disclosures Please refer to the important disclosures at the back of this report.
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Corporate summary Share information Valuation

Petro Rabigh is the world’s largest Market cap (SAR/US$) 24.53bn / 6.54bn Period End 12/10A 12/11E  12/12E  12/13E
integrated refining and _petrochemical 52-_W6ek range 18.30 - 30.40 Revenue (SARmn) 46,838 57,659 58353 59,571
complex. !ncorporat_e_d in 2005, thg Daily avg volume_ (US$) 26.08mn EBITDA (SARmN) 1906 5254 5637 5840
company is owned jointly by Saudi Shares outstanding 876.0mn )

Aramco and Japan’s Sumitomo Free float (est) 17.4% D e (SR ) GikE oGPl gt
Chemical (37.5% each), with the rest EPS (SAR) 0.24 3.58 3.86 3.82
being divested through an IPO in 2008. Performance: M 3M 12M DPS (SAR)

ghisdi_spt\he firsttaffti)liate glf_tTelgitaf;t Absolute -5.4% 18.9%  14.3% EPS Growth na 1401.0%  7.9%  -0.9%

audi Aramco to be publiCly listed on Relative to index -6% 11.6%  -2.4%

the TASI. The facility is an extension of EVIEBITDA () 209 9 U U
Saudi Aramco’s oil refining operations Major Shareholder: P/E (x) 117.5 7.8 73 73
in Rabigh and represents the single Saudi Arabian Oil Co. (ARAMCO) 37.5% P/B () 31 2.2 1.7 1.4
largest investment by the company in Sumitomo Chemical 37.5% Dividend Yield 00%  00% 00%  00%

the Kingdom, costing a total of
US$10bn.

Source: Company data, Al Rajhi Capital
Source: Bloomberg, Al Rajhi Capital

Q1 2011 results: Stellar performance
driven by higher prices

Below we present the key details of Petro Rabigh’s Q1 2011 results, and our estimates for Q2
2011. We expect the company to deliver a subdued performance in Q2 2011 due to a
maintenance shutdown. The company rolled out a two-month routine maintenance program
on all the units of its oil-refining complex on April 21 (source: Zawya dated April 06, 2011).
Even though Petro Rabigh has undertaken steps to reduce the financial impact, we believe
that the company will witness a q-o-q fall in sales in 2Q 2011. Nevertheless, the sequential
increase in crude oil and Petro products prices by about 12% and 5% respectively so far in the
quarter, will enable the company partially arrest the decline in revenues in Q2 2011. Further,
due to expected increased contribution from the high margin Petrochemicals segment to the
top-line in Q2 2011, we expect the company to record sequential increase in gross margin.

Net debt declining

The company has managed to lower its net debt over the last couple of quarters. Net debt
decreased marginally from the Q4 level to SAR23.4bn at the end of Q1 2011 and the net
debt/EBITDA ratio for 2011 stands at 4.4x. However, we expect the net debt/EBITDA ratio to
fall to 3.8x by the end of 2014 due to our revised estimate for the crude oil prices. Given the
high debt on its balance sheet (gross debt of about SAR26.9bn at the end of Q1 2011); we
think that the company might raise capital through rights issue.

Figure 1. Petro Rabigh: Q1 and Q2 results (actual and our estimates)

Q1 2010 Q4 2010 Q1 2011 Q1 2011 % chg Q2 2010 Q2 2011 % chg
(SAR mn) actual actual ARC est actual y-y actual ARC est y-y
Revenues 10,676 12,886 12,922 15,053 41.0% 12,001 13,309 10.9%
Gross profit 623 787 1,133 1,446 132.0% 785 1,566 99.4%
Gross margin 5.8% 6.1% 8.8% 9.6% 377 bps 6.5% 11.8% 522 bps
EBITDA 447 576 926 1,216 172.0% 587 1,366 132.7%
EBITDA margin (%) 4.2% 4.5% 7.2% 8.1% 389 bps 4.9% 10.3% 537 bps
Operating Profit (50) 67 410 710 -1525.9% 83 857 933.4%
Net profit 272 (22) 359 698 157.2% 122 833 584.4%
Capex (97) (20) (1,313) (20) -79.8% (75) (1,313) 1642.5%
Capex/ Sales 0.9% 0.2% 10.2% 0.1% n/m 0.6% 9.9% n/m
Net debt 26,827 24,304 25,261 23,448 -12.6% 25,262 23,514 -6.9%
Net debt / Annualized EBITDA (x) 15.0 10.5 6.8 4.8 n/m 10.8 4.3 n/m

Source: Company data, Al Rajhi Capital
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Income Statement (SARmn) 12/09A 12/10A 12/11E 12/12E 12/13E
We expect strong revenue Revenue 29,423 46,838 57,659 58,353 59,571
growth based on our revised oil Cost of Goods Sold (29,878) (44,195) (51,536) (51,840) (52,896)
price of US$93/bbl in the Gross Profit (455) 2,643 6,122 6,513 6,674
forecast period Government Charges
S.G.&A. Costs (754) (2,756) (2,909) (3,039) (3,043)
Operating EBIT (1,209) (113) 3214 3,474 3,632
Cash Operating Costs (30,632) (44,932) (52,405) (52,715) (53,730)
EBITDA (1,209) 1,906 5,254 5,637 5,840
Depreciation and Amortisation - (2,019) (2,040) (2,164) (2,209)
Operating Profit (1,209) (113) 3,214 3,474 3,632
Net financing income/(costs) (224) (164) (143) (155) (205)
Forex and Related Gains
Provisions - - - - -
Other Income - 485 62 62 62
Other Expenses
Net Profit Before Taxes (1,433) 209 3,132 3,381 3,489
Taxes - - - - (140)
Minority Interests
Net profit available to shareholders (1,433) 209 3,132 3,381 3,349
Dividends - - - - -

Transfer to Capital Reserve

12/09A 12/10A 12/11E 12/12E 12/13E

We do not expect a dividend Adjusted Shares Out (mn) 876.0 876.0 876.0 876.0 876.0
payment until 2016 CFPS (SAR) (1.64) 254 5.90 6.33 6.34
EPS (SAR) (1.636) 0.238 3.576 3.859 3.824

DPS (SAR) 0 0 0 0 0

Growth 12/09A 12/10A 12/11E 12/12E 12/13E

Expansions, strong Asian Revenue Growth 349.7% 59.2% 23.1% 1.2% 2.1%
demand and higher oil price Gross Profit Growth -26.8% 131.6% 6.4% 2.5%
realisation to drive medium- EBITDA Growth -7.1% 175.6% 7.3% 3.6%
term earnings growth Operating Profit Growth -7.1% -90.7% 8.1% 4.5%
Net Profit Growth 14.1% 1401.0% 7.9% -0.9%

EPS Growth 14.1% 1401.0% 7.9% -0.9%

Margins 12/09A 12/10A 12/11E 12/12E 12/13E

Gross profit margin -1.5% 5.6% 10.6% 11.2% 11.2%

EBITDA margin -4.1% 4.1% 9.1% 9.7% 9.8%

Operating Margin -4.1% -0.2% 5.6% 6.0% 6.1%

Pretax profit margin -4.9% 0.4% 5.4% 5.8% 5.9%

Net profit margin -4.9% 0.4% 5.4% 5.8% 5.6%

Other Ratios 12/09A 12/10A 12/11E 12/12E 12/13E

ROCE -3.0% -0.3% 8.8% 8.7% 8.2%

ROIC -3.4% -0.3% 10.9% 11.0% 10.0%

ROE -16.8% 2.6% 32.7% 26.4% 20.7%

Effective Tax Rate 0.0% 0.0% 0.0% 0.0% 4.0%

Capex/Sales 4.2% 0.5% 6.9% 9.0% 8.8%

Dividend Payout Ratio 0.0% 0.0% 0.0% 0.0% 0.0%

Valuation Measures 12/09A 12/10A 12/11E 12/12E 12/13E

Rabigh currently trades on a PIE (%) na 175 7.8 7.3 7.3
2011 EV/EBITDA multiple of PICF () na 110 a7 4.4 4.4
7.9x P/B (X) 3.1 3.1 2.2 17 14
EV/Sales (X) 1.6 0.9 0.7 0.7 0.7

EV/EBITDA (X) na 20.9 7.9 7.6 75

EV/EBIT (x) na na 12.9 12.4 12.1

EV/IC (x) 1.3 1.4 1.3 1.2 1.1

Dividend Yield 0.0% 0.0% 0.0% 0.0% 0.0%

Source: Company data, Al Rajhi Capital
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Balance Sheet (SARmn) 12/09A 12/10A 12/11E 12/12E 12/13E
The balance sheet should Cash and Cash Equivalents 1,306 2,548 3,590 3575 4,631
expand due to continuing Current Receivables 4,682 6,452 7,351 7,011 7,148
investment Inventories 2,670 2,826 3,823 3,797 3,574
Other current assets 289 385 455 453 459
Total Current Assets 8,948 12,212 15,219 14,836 15,812
Fixed Assets 39,689 31,833 33,767 36,853 39,894
Investments 3,212 2,906 2,865 2,865 2,865
Goodwill 298 292 288 288 288
Other Intangible Assets - - - - -
Total Other Assets - - - - -
Total Non-current Assets 43,199 35,031 36,920 40,006 43,047
Total Assets 52,146 47,243 52,139 54,842 58,860
Short Term Debt 1,035 1,287 1,288 1,288 1,288
Accounts Payable 9,455 11,510 12,938 12,269 11,914
Accrued Expenses 848 842 1,176 1,168 1,191
Zakat Payable
Dividends Payable
Other Current Liabilities
Total Current Liabilities 11,338 13,639 15,403 14,726 14,394
Long-Term Debt 32,961 25,565 25,565 25,565 26,565
Other LT Payables - - - - -
Provisions 17 29 43 43 43
Total Non-current Liabilities 32,978 25,594 25,608 25,608 26,608
Minority interests
Paid-up share capital 8,760 8,760 8,760 8,760 8,760
Total Reserves (929) (750) 2,367 5,748 9,098
Total Shareholders' Equity 7,831 8,010 11,127 14,508 17,858
Total Equity 7,831 8,010 11,127 14,508 17,858
Total Liabilities & Shareholders' Equity 52,146 47,243 52,139 54,842 58,860
Ratios 12/09A 12/10A 12/11E 12/12E 12/13E
Net Debt (SARmn) 32,689 24,304 23,263 23,278 23,222
Net Debt/EBITDA (X) (27.04) 12.75 443 413 3.98
Net Debt to Equity 417.4% 303.4% 209.1% 160.4% 130.0%
EBITDA Interest Cover (X) (5.4) 11.6 36.7 36.4 28.5
BVPS (SAR) 8.94 9.14 12.70 16.56 20.39
Cashflow Statement (SARmn) 12/09A 12/10A 12/11E 12/12E 12/13E
Net Income before Tax & Minority Interest (1,433) 209 3,132 3,381 3,489
Depreciation & Amortisation - 2,019 2,040 2,164 2,209
Decrease in Working Capital (1,105) 234 (224) (310) (252)
Other Operating Cashflow 1,073 (376) 14 ©) (140)
Cashflow from Operations (1,465) 2,085 4,962 5,235 5,306
Capital Expenditure (1,226) (246) (3,957) (5,250) (5,250)
New Investments 125 306 39 - -
Others
Cashflow from investing activities (1,101) 60 (3,919) (5,250) (5,250)
Net Operating Cashflow (2,565) 2,145 1,044 (15) 56
Dividends paid to ordinary shareholders - - - - -
Proceeds from issue of shares - - - - -
Effects of Exchange Rates on Cash
Other Financing Cashflow 2,337 (895) - - -
Cashflow from financing activities 2,337 (903) ) - 1,000
Total cash generated (228) 1,242 1,042 (15) 1,056
Cash at beginning of period 1,534 1,306 2,548 3,590 3,575
Implied cash at end of year 1,306 2,548 3,590 3,575 4,631
We project capex/sales of 7-9% Ratios 12/09A 12/10A 12/11E 12/12E 12/13E
Capex/Sales 4.2% 0.5% 6.9% 9.0% 8.8%
for 2011-2013 Souprce: 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 15% 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 5% below the current share price and 15% above the current share price
on a 6-9 month time horizon.

"Underweight": Our target price is more than 5% 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

Dr. Saleh Alsuhaibani

Head of Research

Tel: +966 1 2119434
alsuhaibanis@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, a subsidiary of Al Rajhi Bank, is licensed by the Saudi Arabian Capital Market
Authority, License No. 07068/37.
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