
07 october 2008

1
kindly refer to the 
important disclosures and
disclaimers on back page

*Price as of 06 October 2008

• Negative Sentiment Partially Justified: SABIC’s share price has fallen 50% since our initiation report in June
2008 due in part to the significant volatility in global equity markets following the US financial crisis, we
believe. In addition, we see some fundamental reasons behind the recent setback including falling oil prices
and a strengthening US dollar increasing the negative sentiment on all commodity stocks, including SABIC. 

• Falling Oil Prices Weakens SABIC’s Global Competitiveness: Oil prices have lost almost USD50/bl since
the peak in July 2008, driven by fears of a significant economic downturn in the US. Lower oil prices ease
the cost pressures on the world’s marginal producers and allow prices for global commodities to also
decline. That said, SABIC’s basket of main products declined by a range of 6% to 10% during September
2008. For SABIC, while this means lower operating costs for its crackers in Europe, it also suggests that its
competitive advantage against global peers is weakening.

• The US Slowdown Increases Economic Risks for SABIC’s Main Export Market: According to the industry
consultants (CMAI), demand for plastic commodities was stagnant in the US and the EU during the last
quarter with the major producers unable to apply the planned price increases. With the Chinese plastic
industry highly dependent on the US imports, there is a growing risk that a simultaneous setback in
demand could occur in China and other emerging markets in Asia, which, in addition to the US dollar
appreciation, would negatively affect SABIC exports.

• Impact on 3Q2008e Performance: As changes in commodity prices normally lag the changes in feedstock
costs, the price of SABIC’s main products (excluding fertilizers) in 3Q2008 remained relatively constant Q-
o-Q and significantly higher than the same period of last year. The main growth catalyst during the quarter
was the fertilizers segment. The severe tightness in the nitrogen market, helped by China raising urea export
tariffs, has led SABIC’s average urea export price to surge to USD750/ton (up c41% Q-o-Q and c100% Y-
o-Y). However, with a relatively small contribution from fertilizers to SABIC’s consolidated performance, we
expect sluggish growth Q-o-Q in both revenues and net income. On a Y-o-Y basis, we expect strong growth
in turnover but only a marginal increase in net income due to the consolidation of the low-margin SIP. For
the 3Q08, we expect consolidated revenue will grow by 1.5% Q-o-Q (up 35% Y-o-Y) to SAR44 billion. We
forecast EBITDA will come in at SAR14.9 billion (up 20% Y-o-Y and 1.2% Q-o-Q) implying an EBITDA
margin of 33.9%. We forecast a net income of SAR7.6 billion (up 2% Y-o-Y, 0.7% Q-o-Q).

• Reiterating Buy Recommendation for Long-term Investors: With a faster-than-estimated correction in
oil and commodity prices, signs of a global economic slowdown, as well as the possibility of a significant
delays in SABIC’s announced expansion in fertilizers (SAFCO V) and steel, we see a growing downside risks
to our medium-term forecasts and current LTFV of SAR189.1/share. However, we also believe the less
attractive fundamentals do not justify the sharp correction in the stock price recently, and thus, we
reiterate our ST/LT Buy recommendation for investors seeking long-term returns. While our economists
expect oil prices will remain high historically, SABIC is currently trading at a discount to the trough and
peak multiples of previous cycles and at a discount to its global and regional peers. In addition, according
to the CMAI estimates, SABIC is currently trading at only 28% of its replacement value.
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Table 1:  SABIC’s 3Q2008 Results Estimates

Source: SABIC, EFG-Hermes estimates

Table 2: Valuation Multiples - SABIC vs. Global and Regional Peers

Source: Reuters, EFG-Hermes estimates

flash note

�	
����������������������������
��	�����

����� ����� ����� ����� ����� ������ ��!�
�"#"�

������ ��!�
$"#"$

�%����� �����

��&���� ��'��� ()'��� ��'��� )�'�*( ))'��� ��(+ �(��+ ���'�(* ���'***

�+,6��/,� �#7��" ���7�$�" ��$7��$" ���7���" ���7$��" #��� �$��� ���7�#" �#��7#�$"

�� ��(	+�	/1 �#7��" ��7���" ��7��" ��7���" ��7���" ���� ����� ��7��" �##7#��"

��8� �#�7��" �$�7���" ���7#�#" ��7�#�" ��7���" #��� �$��� �$7���" �##�7��"

,-#���.-#/��� ��'�*� ��'��� ��'��� �)'�(� �('��� ���+ ����+ )�'*�� *�'�*�

8�2 $��� $���� $���� $��$� $���� -��#� -���� $��$� $����

�789� �#7$�" ��7��$" ��7��" ��7�#�" ��7�$�" ��� ����� �7$��" �#�7���"

�
�01	 ��'�)� ��'�(� ��'�(� �)'��� �)'��� ���+ ����+ )�'��� (�'��(

�%*)���2+�5	1 $�#� ����� $$��� $���� $$��� -��#� -��$� $$�� $$�$�

23�-����!���4#�� ��')�( ��'��( ��'��� ��'�)� ��'��� ���+ �*�(+ �('��) )�'���

� ��+�	15�*1(/:��2+�5	1 $���� $��$� ����� ���� ���� ���� -���� ����� ���#�

��6���*1(/:� #7$�� #7#� #7�� #7#�� #7�� #��#� -#���� �7#�� �7$�

��6����; �1,�, ���$" �#7���" �#7�$" �#7��#" �#7�$" #��� ���� �$7���" ��7�"

5�����4#���6�/#-��7�8�� ��'��� ��'��� ��'��� ��'�(� ��'�)) ���+ ��(+ �('��( )�'*��

<+=+� �$��" �#7##�" ����" ����" ����" ���� ���� �#7���" �#7���"

5�����4#���6�/#-��%��#-��9�����-��� ��'��� ��'�*� ��'��� ��'�(� ��'�)� ���+ ���+ �)'(�� )*'**(

2	1/�	�3�*1����,� �$7��$" ��7#��" ��7�#$" ��7���" ��7�$�" ���� �$��� �#�7���" �#�7���"

5�����4#�� �')�� ��'�*� *'��) �'()� �'*�) ���+ ���+ ��'��* ��'���

���� ���� ���� ���� ���� ���� ���� ���� ���� ����

%��� 8��:+13 ��� ��� ��# ��# ��� ��� #�� #�� ����� #���
%+3�� 8��:+13 #$�� ##�� ��� ��� #�� #�� ��� ��� #���� ##�#�
�	
+ �>	�?���+1� �$� ���# � �� #�� ��� #�� #�� ���� ����
@	1�� 8��:+13 #$�$ #��# ��� ��� #�� #�$ #�� #�$ ##��� ##���
�	��@	A4	�� ��+1(� #��� #��� � �# ��� #�� $�� $�� #$��� #$���
�/>��6�:	(+�, B�� #��� #�� ��� ��� ��� ��� #�� #�� ���� ����
�4 /1� B�� ##�� ##�$ ��� ��# #�$ #�� �� ��� #���� #����
�/6:�+1��C++, B�� ���$ #�� #��� #��� #�� #�� ��# ��# ���� #����
C41�,:+1 B�� $��$ #�� ��� ��$ ��� ��� #�� #�� ��#� ����
./�+ B�� � #��� ��� ��� ��� ��� #�� #�$ �� ��$�
�/�:/,+��6�:	(+�,�+1���	
�� )+	>+1 ��$� #��� #���� #��� #�� #�$� #�#� #�#� #$��� #���
.+1��+���+,�	(, )+	>+1 �#� �# #$�$ #$��� #��# #��� #�$� #�$$ #$��� #��#�
�	1/ �( �6	1+ .'� $���� .'� #��� ���� ���� ���� ���# .'� .'�
*D D+�+� �� �$ �� �� ��� ��� $�� $��� $���� �����
,�#6���	&�-�!� �)�* �)�( ��* ��� ��) ��� ��� ��� ����+ ���(+
��%*� ��� ��� ��� ��� #� #�� ��� ��� $���� $����

�2���#���-9�#�3��9 .� �:;�
�01	 �:;����� .;
:



disclosures
I, Ahmed Shams El Din, hereby certify that the views expressed in this document accurately reflect my personal views about the securities and companies that are
the subject of this report. I also certify that neither me nor my spouse or dependants (if relevant) hold a beneficial interest in the securities that are traded in Tadawul
Stock Exchange. 

EFG-Hermes Holding hereby certifies that neither it nor any of its subsidiaries owns any of the securities that are the subject of this report. Funds managed by
EFG-Hermes Holding and its subsidiaries for third parties may own the securities that are the subject of this report. EFG-Hermes may own shares in one or more
of the aforementioned funds or in funds managed by third parties. The authors of this report may own shares in funds open to the public that invest in the securities
mentioned in this report as part of a diversified portfolio over which they have no discretion.

The Investment Banking division of EFG-Hermes may be in the process of soliciting or executing fee earning mandates for companies that are either the subject of
this report or are mentioned in this report.

disclaimer
Our investment recommendations take into account both risk and expected return. We base our long-term fair value estimate on a fundamental analysis of the
company's future prospects, after having taken perceived risk into consideration. We have conducted extensive research to arrive at our investment
recommendations and fair value estimates for the company or companies mentioned in this report. Although the information in this report has been obtained from
sources that EFG-Hermes believes to be reliable, we do not guarantee its accuracy, and such information may be condensed or incomplete. Readers should
understand that financial projections, fair value estimates and statements regarding future prospects may not be realized. All opinions and estimates included in this
report constitute our judgment as of this date and are subject to change without notice. This research report is prepared for general circulation and is intended for
general information purposes only. It is not intended as an offer or solicitation with respect to the purchase or sale of any security. It is not tailored to the specific
investment objectives, financial situation or needs of any specific person that may receive this report. We strongly advise potential investors to seek financial
guidance when determining whether an investment is appropriate to their needs. No part of this document may be reproduced without the written permission of
EFG-Hermes.
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