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Boubyan Petrochemical

Q2 net income misses estimates by 22% on margin

pressure

e BPCC reported Q2 22/23 net income of KWD 6.6m (2.3x y/y, -35% q/q), 22% below
our estimates (ACe: KWD 8.4m).

e The g/q net income decline was driven by sequential decline in operating profits
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from subsidiaries (Al Kout and EDU). Y/y profit increase was supported by KWD 5.6m Target Price (fils) 1,000
interim dividend by Equate. Upside (%) 22.5
e Equate is expected to witness significant pressure in H2e earning given -25% h/h
MEG prices (USD 460/t) and this will impact dividends and earnings for BPCC in the Market data  11/22/2022
Last closing price 816.0
nextiwo quarters. 52 Week range 769.0-1125.0
e The stock trades at 15.4x FY 23e P/E and provides a minimum DY of 7.3% till FY 24e. Market cap (KWD m) 426
Maintain Buy as our SotP based TP of KWD 1/share provides 22% upside despite a Market cap (USD m) 1,381
17% cut, as we reduce Equate’s FVe by 15% on MEG price downtick. Average Daily Traded Value (KWD m) .29
Average Daily Traded Value (USD m) .95
Q2 results miss estimates on margin pressure. BPC reported Q2 22/23A revenues of KWD Free float (%) 71%
18.7m (-16% q/q but +14% y/y), in-line with our estimates. Sales of goods (mainly Al-Kout)
declined by 5% q/q to KWD 14.5m (+27% y/y and +12% vs. ACe) while tuition fees fell
sharply by 44% /q to KWD 3.7m (-18% y/y and -30% vs. ACe). Al Kout (BPC stake at 54%) Year-end (local m) 2022 2023 2024e  2025e
recorded 10% y/y decline in revenues in the quarter to KWD 9.7m on decline in prices of E;}/Teg:es ;21222 igzgg 12222 ;iﬁ;
Chlor Alkali products, leading to lower margins and 31% q/q decline in netincome to KWD N e 38,761 27,627 32,305 36,142
2.5m. EDU also delivered poor results as net income declined by 43% q/q to KWD 1.16m. EPS 74.55 52.98 61.95 69.31
BPC’s net profit in the quarter was supported by interim dividend of KWD 5.6m from EPS growth (%) 103.0 (28.9) 16.9 11.9
Equate for Q2 (vs. KWD 6.3m for Q1). We note that till last year, Equate’s full dividend P/E (current price) 11.0 15.4 13.2 11.8
was recorded only in Q4 for BPC, however, company will witness lower seasonality in DPS 60.00 60.00 60.00 55.45
earnings this year given quarterly dividends by Equate. Overall, BPC net profit came at Rl 7:3 73 7:3 6.8
o ) ) FCF/share 98.6 83.0 80.9 89.5
KWD 6.6m, -35% q/q but 2.3x y/y (no dividend from Equate in Q2 last year) and missed FCF yield (%) 12.0 101 9.9 109
our estimate by 22% (ACe: KWD 8.4m). CAPEX 5,697 2,410 2,361 3,059
Equate to witness earnings pressure in H2e as MEG prices continue to decline. Equate CAPEX/sales (%) 7:9 3.0 3.0 4.0
has a 65% revenue exposure to MEG, 20% to PE and 10% to PET. Spot MEG prices at USD Net Debt/EBITDA (x) 33 29 2.6 2.2
460/t are 32% below FY 21A average and average prices are 25% lower h/h vs. H1. Equate :ZQEEB(I;?A 0 12(5) igé ﬁ; Eé
witnessed a flat H1 y/y as sales volumes were up 4% y/y and prices remained stable (MEG: RolC (%) 105 8.4 97 109
flat y/y, PE: +9% y/y), however, zero COVID policy in China has led to significant price
pressure across the petchem sector and we expect H2e earnings for Equate to decline by
55% h/h.
Net debt declines further in Q2 after significant decline in Q1 on GBK stake disposal.
BPC’s gross debt has declined by KWD 87m this year to KWD 185m as company sold its
GBK stake for KWD 51.2m (in Q1) and early settled KWD 70m of loans. Net debt has
declined by KWD 38m YtD to KWD 143m (KWD 29m reduction in Q1 and KWD 9m
reduction in Q2) despite a payment of KWD 31m of dividends (DPS of KWD 60 fils for FY
22A).
Price Performance
We cut our TP by 17% on earnings pressure in Equate; 7.3% DY is attractive. BPC in Jan-
22 increased the minimum DPS guidance to KWD 60 fils/share in FY 22-24e vs. KWD 55 BPCC KK Kuwait Bourse
fils/share earlier, implying a yield of 7.3%. We forecast a FCF yield of c.10% during the ii
forecast period and this will support the dividend payments, in our view. BPC has s |
prioritized diversifying away from Equate’s petrochemical business in the last three years, 119 |
but the higher DPS will likely slow down the M&A activity in the MT, in our view. Having 103
said that, if the core investments (ex-Equate) performance continues to improve, we 87 . . . .
Dec-21 Mar-22 Jun-22 Sep-22 Dec-22

expect company to resume its M&A activity. We maintain our Buy recommendation;
however, we lower our TP by 17% to KWD 1/share on continued decline in MEG prices
pressuring Equate’s earnings (15% cut to FVe). MEG price remains a key risk to BPC’s stock
price performance, in our view, given Equate contributes 70% to fair value.
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Abacus g;oézum Capital Fundamental Boubyan Petrochemical
Year-end 2021 2022 2023e 2024e 2025e 2026e
Financial summary
Profitability Reported EPS 36.73 74.55 52.98 61.95 69.31 70.33
20% Diluted EPS 35.56 74.40 53.03 62.01 69.37 70.39
DPS 55.00 60.00 60.00 60.00 55.45 56.27
0% J_'_—_'_—___‘ BVPS 449.73 532.23 525.20 527.16 536.48 551.37
2022 2023e 2024e 2025 2026e
20%
Year-end 2021 2022 2023e 2024e 2025e 2026e
mmm— Revenues Assets Valuation metrics
P/E (x) (current price) 23.0 11.0 15.4 13.2 11.8 11.6
P/E (x) (target price) 27.2 13.4 18.9 16.1 14.4 14.2
Growth EV/EBITDA (x) (current price) 17.5 10.5 131 12.2 111 11.0
100% EV/EBITDA (x) (target price) 20.4 12.2 15.2 14.2 13.0 12.9
EV/FCF (x) 12.2 11.1 13.2 13.5 12.2 12.0
0% [ | m B Free cash flow yield (%) 10.9 12.0 10.1 9.9 10.9 112
% . . . l . . . Dividend yield (%) 6.7 7.3 7.3 7.3 6.8 6.9
2022 2023e 2024e 2025 2026e
f— EBITDA Margin Net Margin Year-end 2021 2022 2023 2024e 2025  2026e
Growth (%)
Gearing Revenues (11.4) 7.7 11.6 (2.1) (2.8) 1.2
EBITDA (29.9) 66.4 (19.7) 7.0 9.6 0.9
o0 0% EBIT (34.8) 88.3 (22.8) 7.3 10.9 0.5
20 n = 20% Net income (30.6) 104.3 (27.8) 16.9 11.9 1.5
00 o Year-end 2021 2022 2023e  2024e  2025e  2026e
2022 2023e  2024e  2025e  2026e
mmm Net Debt/Capital Net Debt/EBITDA Margins (%)
EBITDA 48.8 75.3 54.3 59.3 66.9 66.6
EBIT 38.0 66.5 46.0 50.4 57.5 57.1
Net 28.0 53.1 34.4 41.1 47.3 47.4
Year-end 2021 2022 2023e 2024e 2025e 2026e
Returns (%)
RoAA 3.4 6.5 4.8 6.1 7.0 7.3
RoAE 8.2 15.0 10.0 11.8 13.0 12.9
RolC 5.7 10.5 8.4 9.7 10.9 11.0
FCF margin 10.9 12.0 10.1 9.9 10.9 11.2
Year-end 2021 2022 2023e 2024e 2025e 2026e
Gearing (%)
Net debt/Capital 42.1 32.9 27.4 27.2 25.7 231
Net debt/Equity 84.7 65.2 46.2 44.3 40.2 34.5
Interest cover (x) 4.9 10.0 5.7 8.8 10.7 11.8
Net debt/EBITDA (x) 6.1 33 2.9 2.6 2.2 1.9

Boubyan Petrochemical © Copyright 2022, Argaam Capital Limited. All Rights Reserved. See Important Notice. 2
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Abacus Argaam Capital Fundamental Data Boubyan Petrochemical
Year-end 2021 2022 2023e 2024e 2025e 2026e
Income statement (KWD*000)
- Sales revenue 66,869 72,019 80,346 78,696 76,487 77,417
Company profile
Cost of sales (44,408) (48,331) (56,852) (54,180) (52,419) (53,091)
Boubyan  Petrochemical Company (BPC) was  Gross profit 22,460 23,689 23,494 24,516 24,068 24,325
teStab“Sh‘-‘dr:” 1995 as the ‘;irSt pt”"ﬁtZ'V held C‘;mp?”\q SG&A (12,959) (13,349) (14,624) (14,094) (13,529) (13,632)
o enter the government-controlled petrochemica
arena in Kuwaitg. BPC entered a JV with getrochemical EBITDA 32,610 54,263 43599 46664 51,142 51,592
Industrials Company (PIC) and Union Carbide  DePreciation (7,182) (6,389) (6,618) (6,981) (7,151) (7,371)
(subsequently acquired by Dow Chemical); and formed ~ EBIT 25,428 47,873 36981 39,683 43,992 44,221
Equate Petrochemical Company—the largest Interest expense (5,172) (4,809) (6,436) (4,496) (4,121) (3,746)
petrochemical complex in Kuwait. Share of results of associates & JV 7,513 7,714 8,047 8,278 8,516 8,761
BPC has since evolved into an industrial holding Profit before tax 22,703 45,405 33,400 37,858 42,343 42,965
company with investments focused on petrochemicals Taxes (430)  (1,306) (960)  (1,089)  (1,218) (1,235)
and the industrial/manufacturing sectors and has  Other post-tax income/(expense) - - - - - -
recently also ventured into the education and  net profit (group) 22,183 44,009 32,350 36,680 41,036 41,640
healthcare s?ctors. BPC's S?% stake in E_qu_ate continges Minorities 3657 5,248 4723 4374 4,894 4,966
to be the single largest investment in its portfolio—
contributing to 2/3 of its net assets and net income in Net profit (parent) 18,526 38,761 27,627 32,305 36,142 36,674
FY 22A and 74% of our core valuation. Argaam adjustments (including dilution) (198) 500 - - - -
Argaam Net profit 18,724 38,261 27,627 32,305 36,142 36,674
Ownership structure
Shareholders % Year-end 2021 2022 2023e 2024e 2025e 2026e
Balance sheet (KWD'000)
Sons Mubarak Al-Dabbous Company 15.4%  Cash and equivalents 38,732 91,648 60,964 50,636 44,902 43,225
Public Institution for Social Security (PIFSS) 6.0% Receivables 35293 30,711 26,392 24,807 23,412 23,292
Inventories 8,569 7,660 9,019 8,223 7,439 7,302
Ali Alghanim Sons Company 5.5% Tangible fixed assets 51,331 50,639 46,432 41,812 37,720 33,446
Others 73.1% Other assets including goodwill 4,16,534 4,44,892 3,93,739 3,93,739 3,93,739 3,93,739
Somrce: Boursa Kawait Total assets 550,459 6,25,551 5,36,545 5,19,218 507,213 5,01,005
Payables 46,669 44,981 45,044 41,585 39,183 39,349
Interest bearing debt 2,37,220 2,72,354 1,87,354 1,72,354 1,57,354 1,42,354
Other liabilities - - - - - -
Total liabilities 2,83,890 3,17,335 2,32,398 2,13,939 1,96,536 1,81,703
Shareholders equity 2,34,309 2,77,290 2,73,630 2,74,649 2,79,504 2,87,265
Minorities 32,260 30,925 30,517 30,631 31,172 32,038
Total liabilities & shareholders equity 5,50,459 6,25,551 5,36,545 5,19,218 5,07,213 5,01,005
Year-end 2021 2022 2023e 2024e 2025e 2026e
Cash flow (KWD'000)
Cashflow from operations 41,892 56,760 45,662 44,496 49,702 50,780
Net capex 242 (5,697) (2,410) (2,361) (3,059) (3,097)
Free cash flow 46,694 51,373 43,251 42,135 46,642 47,684
Dividends paid (17,653) (28,598) (31,287) (31,287) (31,287) (28,914)
Net inc/(dec) in borrowings (27,828) 35,133 (85,000) (15,000) (15,000) (15,000)
Other investing/financing cash flows (5,172)  (4,809) (6,436) (4,496) (4,121) (3,746)
Net cash flow (8,248) 52,917 (30,685) (10,327) (5,735) (1,676)
Change in working capital 9,711 3,803 3,023 (1,079) (223) 423
Sidharth Saboo
sidharth.saboo@argaamcapital.com
+44 7417 384 560
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BPCC Q2 22/23A earnings review

Exhibit 1: BPCC Q2 22/23A earnings review

KWD'000 Q2 23A ACe A Q222A y/ychange Q123A q/q change
Sale of goods 14,997 13,365 12.2% 11,841  26.7% 15724  -4.6%
Tuition fees 3,683 5,240 -29.7% 4,493  -18.0% 6519  -43.5%

Total Revenues 18,680 18,606 0.4% 16,334  14.4% 22,243 -16.0%

Gross profit 5,785 7,481 -22.7% 5,396 7.2% 9,259  -37.5%

EBIT 9,095 11,301 -19.5% 3,695  146.2% 13,539  -32.8%

Net income 6,549 8,387 -21.9% 2,825  131.8% 10,144  -35.4%

Gross margin 31.0% 40.2% (924) 33.0% (207) 416%  (1,066)

EBIT margin 48.7% 60.7% (1,205)  22.6% 2,607 60.9%  (1,219)

Net margin 35.1% 45.1% (1,002)  17.3% 1,776 45.6%  (1,055)

Source: Company Data, Arqaam Capital Research

Valuation — TP of KWD 1.0/share on our SotP/DCF

Exhibit 2: BPCC SoTP valuation summary

% Valuation Total Proportionate TP Impl. EV/EBITDA

KWDm ownership| methodology EV Equity EV Equity KWD fils/share FY 23e (x) % of TP

Petrochemicals 980 70%
Equate 9.0% DCF 6,899 5,670 621 510 980 15 70%

Education & healthcare 271 19%
EDU 83.1% DCF 108 92 89 76 146 12 11%
Nafais 21.1% DCF 122 119 26 25 48 8 3%
Al Borg 25.1% DCF 52 52 13 13 25 7 2%
EYAS* (direct stake) 20.6% DCF 99 130 20 27 51 11 4%

Industrials 98 7%
Al Kout 54.1% DCF 100 95 54 51 98 9 7%

Manufacturing 33 2%
Awazel 20.8% DCF 36 50 7 10 20 9 1%
Muna Noor 100.0% 1x P/BV n/a 7 n/a 7 13 n/a 1%

Other 11 1%
Kuwait Foundry 23.0% MCap n/a 25 n/a 6 11 n/a 1%

Subtotal for core units 725 1,392 100%

Subtotal for non-core units| 1x P/BV 31 60

Total 756 1,452

Cash Q2 23A 42 81

Debt Q2 23A 185 (356)

Net debt 143 (275)

BPC SoTP 613 1,177

Conglomerate discount* 15%

BPC SoTP target price 521 1,000

Source: Argaam Capital Research. Note: EYAS Indirect stake contribution included in EDU.

Boubyan Petrochemical © Copyright 2022, Argaam Capital Limited. All Rights Reserved. See Important Notice. 4
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Important Notice

1. Author, regulator and responsibility

Argaam Capital Limited (“Arqgaam”) is incorporated in the Dubai International Financial Centre (“DIFC”) and is authorised and regulated by the Dubai Financial Services Authority ("DFSA") to carry on financial services in
and from the DIFC. Argaam publishes and distributes (i.e. issues) all research.

Argaam Capital Research Offshore s.a.l. is a specialist research centre in Beirut, Lebanon, which assists in the production of research issued by Arqgaam.

2. Purpose

This document is provided for informational purposes only. Nothing contained in this document constitutes investment, legal, tax or other advice or guidance and should be disregarded when considering or making
investment decisions. In preparing this document, Arqaam did not take into account the investment objectives, financial situation and particular needs of any particular person. Accordingly, before acting on this document,
investors should independently evaluate the investments and strategies referred to herein and make their own determination of whether it is appropriate in light of their own financial circumstances and objectives.

3. Rating system
Argaam investment research is based on the analysis of regional and country economics, industries and company fundamentals. Arqgaam company research reflects a long-term (12-month) fair value target for a company
or stock. The ratings bands are:

Buy Total return >15%
Hold 0-15%
Sell Total return <0%

In certain circumstances, ratings may differ from those implied by a fair value target using the criteria above. Argaam policy is to maintain up-to-date fair value targets on the companies under its coverage, reflecting any
material changes to the analyst’s outlook on a company. Share price volatility may cause a stock to move outside the rating range implied by Arqaam’s fair value target. Analysts may not necessarily change their ratings
if this happens, but are expected to disclose the rationale behind their view to Argaam clients.

4. Accuracy of information

The information contained in this document is based on current trade, statistical and other public information we consider reliable. We do not represent or warrant that such information is accurate or complete and it
should not be relied upon as such. Any mention of market rumours has been derived from the markets and is not purported to be fact or reflect our opinions. Argaam has no obligation to update, modify or amend this
document or to otherwise notify a recipient thereof in the event that any opinion, forecast or estimate set forth herein, changes or subsequently becomes inaccurate. In accordance with Regulation AC of the 1934
Exchange Act, the views expressed in this research report accurately reflect the research analysts’ personal views about the subject securities or issuers and are subject to change without notice. No part of the research
analysts’ compensation is related to the specific recommendations or views in the research report.

5. Recipients and sales and marketing restrictions

5.1 Nothing in this document should be construed as a solicitation or offer, or recommendation, to acquire or dispose of any investment or to engage in any other transaction, or to provide any investment advice or
service.

5.2 This document is directed at Professional Clients and not Retail Clients within the meaning of DFSA rules. Any investments or financial products referred to herein will only be made available to clients who Arqaam is
satisfied qualifies as Professional Clients. Any other persons in receipt of this document must not rely upon or otherwise act upon it.

5.3 This document is only being distributed to investors who meet certain qualifications and to whom an investment or service may be offered or promoted in accordance with relevant country restrictions. This excludes
the US except for SEC registered broker-dealers (or banks in permissible ”"broker” or “dealer” capacity) acting on a principal or agency capacity, and major US institutional investors in accordance with SEC Rules 15a-6(a)(2).
Details of other relevant country restrictions are set out on our website at http://www.arqaamcapital.com/english/system/footer/terms-of-use.aspx. Persons into whose possession this document comes are required to
inform themselves about, and observe, such restrictions and should not rely upon or otherwise act upon this document where it is unlawful to make to such person such an offer or invitation or recommendation without
compliance with any authorisation, registration or other legal requirements.

6. Risk warnings

6.1 Any prices, valuations or forecasts are indicative and are not intended to predict actual results, which may differ substantially from those reflected.

6.2 The value of an investment may go up as well as down. The value of and income from any investment may fluctuate from day to day as a result of changes in relevant economic markets (including, without limitation,
foreseeable or unforeseeable changes in interest rates, foreign exchange rates, default rates, prepayment rates, political or financial conditions, etc.).

6.3 Past performance is not indicative of future results. Any opinions, estimates, valuations or projections (target prices and ratings in particular) are inherently imprecise and a matter of judgement. They are statements
of opinion and not of fact, based on current expectations, estimates and projections, and rely on beliefs and assumptions. Actual outcomes and returns may differ materially from what is expressed or forecasted. There
are no guarantees of future performance.

6.4 Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors.

6.5 This document does not propose to identify or to suggest all of the risks (direct or indirect) which may be associated with the investments and strategies referred to herein.

7. Conflict

7.1 Argaam and its affiliates provide full investment banking services, and they and their directors, officers and employees, may take positions which conflict with the views expressed in this document. Our salespeople,
traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our proprietary trading desks that reflect opinions that are contrary to the opinions expressed in
this document. Our asset management area, our proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the recommendations or views expressed in this document.
7.2 Argaam may have or seek investment banking or other business relationships for which it will receive compensation from the companies that are the subject of this document.

7.3 Facts and views presented in this document have not been reviewed by, and may not reflect information known to, professionals in other Arqaam business areas, including investment banking personnel.

7.4 Emirates NBD PJSC owns 8.32% of Argaam.

7.5 The report is a commissioned piece, for which Arqgaam Capital has been remunerated.

8. No warranty
Argaam makes no representations or warranties and, to the fullest extent permitted by applicable law, we hereby expressly disclaim any and all express, implied and statutory representations and warranties of any kind,
including, without limitation, any warranty as to accuracy, timeliness, completeness, merchantability, fitness for a particular purpose and/or non-infringement.

9. No liability

Argaam will accept no liability in any event including (without limitation) negligence for any damages or loss of any kind, including (without limitation) direct, indirect, incidental, special or consequential damages, expenses
or losses arising out of, or in connection with your use or inability to use this document, or in connection with any error, omission, defect, computer virus or system failure, or loss of any profit, goodwill or reputation, even
if expressly advised of the possibility of such loss or damages, arising out of or in connection with your use of this document. We do not exclude our duties or liabilities under binding applicable law.

10. Copyright and Confidentiality
The entire content of this document is subject to copyright with all rights reserved and the information is private and confidential for your own personal use only. This document and the information contained herein may
not be reproduced, distributed or transmitted to any other person or incorporated in any way into another document or other material without our prior written consent.

11. Governing law
English law governs this document and these disclaimers and any dispute in relation thereto shall be exclusively referred to the English Courts.
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