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Deconsolidation Impact 

Sahara Petrochemical Company (Sahara) reported its 1Q2017 results on May 12
th

 with 
upbeat earnings despite its shutdown, beating our estimates and consensus.  EPS of 
SAR 0.22 beat our SAR 0.16 estimate and SAR 0.19 consensus. Before a detailed review 
on 1Q2017 results, we highlight certain aspects of Sahara’s new reporting structure, 
which has led to a revisit of our assumptions. We confirm there are some notable 
changes in its financial reporting, primarily the change in Al-Waha’s status of a 
subsidiary to a joint venture (JV), by adding Al-Waha as its fourth entity to the list of its 
JV/associates; others are currently SAMAPCO, TSOC and SAAC. With Sahara’s new 
reporting standard, we would have less access to details on its topline and operating 
numbers as Al-Waha deconsolidates, though few segment details are available. 
However, we continue to monitor each associate’s performance to conclude our 
outlook on Sahara with a long-term view on its fundamentals for 2017-19. We maintain 
Buy as stock prices have seen a correction and current valuations are attractive as 
2017E P/E of 13.3x is slightly cheaper than TASI’s 14.2x. 

1Q2017 highlights 
Key points in 1Q2017 are i) its changes in financial reporting by de-consolidating its 
75% owned Al-Waha project from 1Q2017 ii) Sahara will start recording it’s share of 
profit from associate in the JV co-owned by Lyndon Basell (25% ownership in Al-Waha) 
iii) As earlier, TSOC, SAMAPCO and SAAC continue to record their share of income as 
associates except few changes in its reporting, which is not material. Overall, the 
change in financial reporting has brought-in changes in the income statement with 
non-recurrence of revenue and operating profit figures, while changes in balance sheet 
is a mere restatement of deconsolidation, i.e lower debt, downsizing fixed assets in the 
books by increasing the value of investments in associates. With this new impact, 
earnings stream is unaffected, almost the same except the operating structure. 

Across the board improvement in associate income  
Earnings of SAR 96 million beat our estimate of SAR 71 million, declined by -41% Q/Q, 
but higher than SAR 55 million reported in 1Q2016. Over the quarter, share of 
associate income stood at SAR 103 million, with a +72% Y/Y growth, majority of it 
driven by TSOC and Alwaha though SAAC and SAMAPCO narrowed its losses. 
 

  Implications and changes to our valuation methodology; maintain Buy  
We believe, the new structure has paved way for changes in our valuation 
methodology; guides us to favour the P/E based method versus the DCF method. We 
assign a P/E multiple of 15.0x after considering Sahara’s historical valuation band of 
14.3x being its 2-year average and 12-month average of 14.8x, the later more apt. The 
weighted average of its historical multiples is the key determinant firstly and the 
sector’s relative premium of 10% to TASI is the second element by allocating an equal 
weight to derive 15.0x target P/E. With such valuation assumptions, we revise our 
target price, implying a 15.0x multiple to its 2017E EPS of SAR 1.00 and arrive at SAR 
15.00 alongside dividend yield of 5.8%. As reiterated, the overall improvement in 
associate performance has led to a conviction on the stock and we expect this to 
continue for 2017-19.  Maintain Buy. 
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Rating Buy 
12- Month Target Price SAR 15.00 

 

 
 

Expected Total Return 

Price as on May-28, 2017 SAR 13.00 

.07 

9 
Upside to Target Price 15.4% 

Expected Dividend Yield 5.8% 

Expected Total Return 21.2% 

  

Market Data 

52 Week H/L  SAR 15.9/8.8 

Market Capitalization       SAR  5,704 mln 

Enterprise Value      SAR  4,519 mln 

Shares Outstanding  439 mln 

Free Float  86.1% 

12-Month ADTV (‘000) 2,276 

Bloomberg Code  SPC AB 
 

1-Year Price Performance 

 

 

Source: Bloomberg 

  

Fig in SAR mln  
MlnMMln 

 RC. Est 
Estimates 

          Actuals 

Net Income  71 95 

EPS (SAR) 0.16 0.22 
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Key Financial Figures 

    FY Dec31 (SAR mln) 2016A 2017E 2018E 

Revenue NA  NA  NA  

EBITDA NA  NA  NA  

Net Profit 416 441 452 

EPS (SAR) 0.95 1.00 1.03 

DPS (SAR) 0.75 0.75 0.80 

BVPS (SAR) 11.80 12.05 12.28 
 

Key Financial Ratios 

    FY Dec31  2016A 2017E 2018E 

ROAA NM NM NM 

ROAE 8% 8% 8% 

P/E 13.7x 13.3x 12.6x 

P/B 1.1x 1.1x 1.1x 

EV/EBITDA NM NM NM 

Dividend Yield 5.8% 5.8%    6.2% 
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                                  1Q2017 results: A clear picture 
With changes in financial reporting, Sahara has decided to report only its share of income from 
Al-Waha, with 1Q2017 total share of associate income stood at SAR 103 million, +72% Y/Y 
growth. The relative improvement from associates has driven the surprise in 1Q2017.  

   
Al-Waha Company: Sahara holds 75.0% 
Sahara recorded its share of profit from Al-Waha at SAR 32 million in 1Q2017, declined by -
13% Y/Y and -47% Q/Q as shutdown impact led to lower sales volumes amid higher costs. With 
lower growth in PP prices and rise in feedstock costs, PP producers have witnessed a decline in 
margins. A large spike of +25% Q/Q and +47% Y/Y in propane prices have led to contracting 
spreads for PP producers coupled with volatility in prices on a M/M basis. Sahara (Al-Waha) is 
expected to have managed to partially offset the spike in propane prices, as share of income 
came-in higher than our expectations.  

 
Tasnee and Sahara Olefin Company (TSOC): Sahara owns 32.6% 
Sahara reported its share of income from TSOC at SAR 65 million in 1Q2017, grew by +22% Y/Y 
from SAR 53 million in 1Q2016, but declined by -44% Q/Q. In 2016, TSOC showed the impact of 
efficiency leading to +67% growth in earnings to total net income of SAR 901 million (SAR 293 
million is Sahara’s share) in 2016 from SAR 541 million in 2015, while revenue rose +9% in 2016 
to SAR 5.8 billion from SAR 5.4 billion in 2015. 

 
Saudi Acrylic Acid Company (SAAC): 43.2% stake held by Sahara 
In 1Q2017, Sahara’s share of income from SAAC, reported a +8% Q/Q growth as share of 
associate income stood at SAR 1.3 million from SAR 1.2 million in 4Q2016, largely narrowed its 
SAR (7) million loss in 1Q2016. SAAC performed well in 2016 as it narrowed its loss to SAR (50) 
million (Sahara’s share at SAR (22) million) from SAR (530) million in 2015. It also reported 
+21% growth in revenue to SAR 1.2 billion revenue in 2016, from SAR 1.0 billion in 2015.              
    
Sahara and Maaden Petrochemicals Company (SAMAPCO): JV with 50.0% share 
SAMAPCO reported losses, with Sahara’s share of income have narrowed to SAR (8) million in 
1Q2017 from SAR (19) million in 4Q2016 and SAR (25) million in 1Q2016. With this 
improvement, SAMAPCO gives hopes of a recovery evident since 2016, from a loss of SAR (155) 
million (Sahara’s share at SAR (78) million) in 2016 from SAR (183) million in 2015. SAMAPCO 
recorded revenues of SAR 505 million in 2016, a growth of +7% from SAR 475 million in 2015.  

   
2016: Associate business performance: A revisit  
With the new changes in reporting and relevant IFRS related changes, the below table provides 
information on growth in associates during 2011-16. A recap of associate entities, combined 
revenue and earnings growth on a yearly basis and in 1Q2017 suggests the large losses during 
2013-15 for SAAC and SAMAPCO has become history or narrowed down nearing to 
profitability. 
 

  

Exhibit 1: Total Revenues from Sahara's Investment Entities Exhibit 2: Total Earnings from Sahara's Investment Entities 

Source: Company Reports Source: Company Reports

Note: Figures are in SAR mln and only for representational purposes

Figures are total revenues and earnings data extracted from those respective entities, not share of Sahara.

Al -Waha net income is adjusted for  minority and is based on RC calculation
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Total revenue from three entities (TSOC, SAAC and SAMAPCO) stood at SAR 7.6 billion in 2016, a 
growth of 10% from SAR 6.9 billion in 2015, while combined earnings from all the entities stood 
at SAR 696 million in 2016 from SAR (164) million loss in 2015. This is more evident on a yearly 
basis, as Sahara’s share of associate income from all entities stood at loss of SAR (29) million in 
2015 but turned to profit of SAR 205 million in 2016.   

 

Deconsolidation: An Understanding of Accounting Changes  
The deconsolidation and accounting changes on financial statements is explained by comparing 
1Q2017 and 1Q2016 restatement, so that investors could get a track of the accounting changes. 
 

Effect of accounting changes on income statement 
The deconsolidation impact in income statement is moderate, but posing difficulty for historical 
comparison purposes and has no material impact on earnings. We believe investors have 
limited access to information on associates going forward on a quarterly basis, but will need to 
wait and watch. However, concerns on earnings volatility are almost minimal. From Table -1, 
investors can find the differences from consolidation to deconsolidation in 1Q2017. 

 

Deconsolidation impact on balance sheet  
We believe the deconsolidation impact in balance sheet is significant as Sahara removes the 
share of its debt, fixed assets it does not own, while increasing its share of investment income. 
As a result, asset size shrunk by SAR 3.2 billion in 1Q2017 and ratio’s such as ROA, leverage and 
credit ratio could change and may be less useful for comparison. 
 

 

Conclusion 
We notify the deconsolidation impact in Sahara has led to changes in our valuation approach; 
else our long term business outlook on Sahara remains same. We revise our estimates and 
revise our target price to SAR 15.00 (earlier SAR 16.00), but continue to recommend Buy. 

Table 1:   Sahara's Changes in Income Statement Due to De-consolidation

Income Statment (SAR Mln)

    1Q2016- 

Consolidated

   1Q2016- 

DeConsolidated

   1Q2017- 

DeConsolidated Comments

Sales 419 - - No sales figures will be reported

Cost of sales (310) - - Simulateanously no cost figures reported

Gross profit (loss) 109 - -

Selling and distribution expenses (29) - -

General and administrative expenses (21) - -

Total operating expenses 49 - -

Net operating income loss from main operations59 - -

Share of associate income (loss) 21 60 103 Starting 2017 only share of income will be reported

Financial charges (17) (1) (1)

Others 0 0 0

Finance income 11 8 9 Less  interest charges as Sahara share of debt only is reported

Other Admin expense 0 (5) (7) Only admin expense related to the entity is recorded

Net income (loss) before extraordinary items74 62 104 Earnings impact will be minimal

Zakat (7) (7) (8)

Net income (loss), before minority share in subsidiaries67 55 96

Minority share in subsidiaries (13) 0 0 No minority interest adjustment

Net income (loss) 55 55 96 Less impact or minimal changes in earnings

 Earnings per share 0.12 0.12 0.22

Source: Company Reports

Table 2:   Sahara's changes in key Balacesheet Items Due to De-consolidation

Balance Sheet (SAR Mln)

4Q2016-

Consolidated

      1Q2017          

De-Consolidated Changes*

1Q2016-

Consolidated

      1Q2016          

De-Consolidated Changes

 Bank balances and cash 1,728              869                        (859)         1,139                  579                      (560)       

 Short-term deposits 300                  455                        155          420                     420                      -          

Total current assets 2,694              1,370                    (1,324)      2,231                  1,063                   (1,168)    

Financial assets, non-current 285                  336                        52             316                     314                      (2)            

Property, plant and equipment 3,686              531                        (3,156)      3,607                  349                      (3,258)    

Investments in associates and JV 2,410              3,820                    1,411       2,501                  3,772                   1,271     

Total non-current assets 6,411           4,709               (1,701)      6,456             4,458              (1,998)    

Total assets 9,105           6,079               (3,026)      8,687             5,521              (3,166)    

Current portion of long term loans 250             50                    (200)         112                -                  (112)       

Total current liabilities 637             189                  (448)         498                117                 (381)       

Long Term Debt 2,050           425                  (1,625)      1,923             234                 (1,689)    

Share capital 4,388           4,388               -           4,388             4,388              -          

Retained earnings 1,062           728                  (333)         964                507                 (457)       

Total equity 6,275           5,375               (900)         6,142             5,095              (1,047)    

Source: Company Reports

* Sahara has not reported restated 4Q2016, hence notifying the movement in balancesheet
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Stock Rating 

Buy Neutral Sell Not Rated 

Expected Total Return  

Greater than 15% 

Expected Total Return  

between -15% and +15% 

Expected Total Return less 

than  -15% 
Under Review/ Restricted 

* The expected percentage returns are indicative, stock recommendations also incorporate relevant qualitative factors 

For any feedback on our reports, please contact research@riyadcapital.com 

Disclaimer 
 

 

The information in this report was compiled in good faith from various public sources believed to be reliable. Whilst all 

reasonable care has been taken to ensure that the facts stated in this report are accurate and that the forecasts, opinions and 

expectations contained herein are fair and reasonable. Riyad Capital makes no representations or warranties whatsoever as 

to the accuracy of the data and information provided and, in particular, Riyad Capital does not represent that the information in 

this report is complete or free from any error. This report is not, and is not to be construed as, an offer to sell or solicitation of 

an offer to buy any financial securities. Accordingly, no reliance should be placed on the accuracy, fairness or completeness of 

the information contained in this report. Riyad Capital accepts no liability whatsoever for any loss arising from any use of this 

report or its contents, and neither Riyad Capital nor any of its respective directors, officers or employees, shall be in any way 

responsible for the contents hereof. Riyad Capital or its employees or any of its affiliates or clients may have a financial 

interest in securities or other assets referred to in this report.  

Opinions, forecasts or projections contained in this report represent Riyad Capital's current opinions or judgment as at the date 

of this report only and are therefore subject to change without notice. There can be no assurance that future results or events 

will be consistent with any such opinions, forecasts or projections which represent only one possible outcome. Further, such 

opinions, forecasts or projections are subject to certain risks, uncertainties and assumptions that have not been verified and 

future actual results or events could differ materially.  

The value of, or income from, any investments referred to in this report may fluctuate and/or be affected by changes. Past 

performance is not necessarily an indicative of future performance. Accordingly, investors may receive back less than 

originally invested amount.  

This report provides information of a general nature and does not address the circumstances, objectives, and risk tolerance of 

any particular investor. Therefore, it is not intended to provide personal investment advice and does not take into account the 

reader’s financial situation or any specific investment objectives or particular needs which the reader may have. Before making 

an investment decision the reader should seek advice from an independent financial, legal, tax and/or other required advisers 

due to the investment in such kind of securities may not be suitable for all recipients. 

This research report might not be reproduced, nor distributed in whole or in part, and all information, opinions, forecasts and 

projections contained in it are protected by the copyright rules and regulations.  
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