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Saudi Aramco Base Oil Company Earnings Revision

Strong margin delivery in otherwise tough
environment; Buy

Luberef: Strong turnaround in earnings delivered; sustained
growth ahead

Luberef has delivered strong 1Q25 earnings in an environment challenged by low
products spread and demand seasonality. 1Q25 earnings came in at SAR222, marking
the first +ve earnings beat in the past four quarters. We have adjusted our estimates
down (combination of volumes and margin) and trimmed our DCF-based TP to
SAR131(-5%). We maintain our Buy rating on a stock.

Key highlights of 1Q25 results

Netback margin improved sequentially by 9% YoY driven by a change in sales mix. 2Q25
spreads are up 7% quarter-to-date and may set the stage for stronger earnings ahead.
Volumes were flat YoY despite an 8-day shut-down for catalyst replacement on Group Il
train and lower sales of high-margin Gll products. Base-oil volumes will likely improve in
2Q/3Q on the back of normalized Gll train operation and resumption of supply of VGO.
Luberef plans to conduct a maintenance shut-down and tie-in of the Growth Il project in
4Q (45-days). We eye flat base-oil volumes YoY.

Strong FCF generation of SAR292mn, up 162% YoY, driven by healthy EBITDA and savings
in working capital. This has set the stage for the payout ratio to stay at the higher end of
management guidance of 60-80% FCF.

Project updates; more visibility seen by year’s end
Visibility on new projects (Growth llI, extension in operation of Jeddah facility) is likely

to emerge over the course of 2H25 or early 1H26) and will be a source of excitement
in stock price beyond the resolution of ongoing tariff fiction (*70% volumes are
exported), in our view. We see significant earnings and valuation upside from future
progress on Growth Ill (USD300-400mn, 40% IRR) or extension in operation at the
Jeddah facility (20- 25% earnings upside post 2026).

Why Buy rating despite negative performance

Attractive valuation due to a steep underperformance of stock price in the past 12
months coupled with strong FCF generation, significant earnings and valuation upside
from progress on future projects and possible future synergies with Aramco in either
feedstock or sales form the basis for our Buy rating on Luberef.

Luberef: Financial Highlights (SARmn)

Year to 31 Dec cv23 cv2a CY25E CY26E CY27E CY28E
Revenues 9489 10036 8703 9174 8167 8257
Growth -10.6% 5.8% -13.3% 5.4% -11.0% 11%
PAT 1510 972 964 161 1329 1332
EPS (SAR) 9.0 58 5.7 6.9 7.9 7.9
Growth -24% -36% 1% 20% 14% 0%
DPS (SAR) 10.0 6.7 45 5.0 6.9 73
P/E (X) 1 173 17.4 145 12.6 12.6
D/Y (%) 10.0% 6.7% 4.4% 51% 6.9% 7.3%
EV/EBITDA (%) 8.6 13.3 13.5 13 10.1 10.1

Source: Luberef, AC Estimates
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Luberef: Estimates revision post 1Q25 earnings

Luberef has delivered strong 1Q25 earnings in an environment challenged by low product
spread and demand seasonality. 1Q25 earnings came in at SAR222, marking the first +ve
earnings beat in the past four quarters. We have taken the opportunity to update our
earnings estimates and adjust our TP. Specifically, we have made the following changes
to our estimates:

Product spreads: We have updated our CY25 spreads assumptions based on actual
realized spreads in CY24 and 1Q25 and updated our outlook for the rest of 2025. The
weighted average spreads for Gl and GllI base oils were almost flat sequentially in 1Q vs
our forecast of a nominal rise from 4Q levels. Our estimates build in flat product spreads
for future years based on an average forecast of spreads for the past 15 years.

Volumes: We have tweaked down 2025 volumes in our estimates and have assumed a
minimum six-month delay in optimization of production and start of UCO feed, a pre-
requisite for optimization of production on upgraded facilities on the Yanbu facility.
The following presents a comparison of old and revised estimates.

Luberef: Estimates Revision (SAR/sh)

SAR 2024 2025 2026 2027 TP
old 5.8 7.2 8.0 83 138.0
New 5.7 6.9 7.9 131.0
A -20% -14% -5% -5%

Source: AC estimates

Key highlights of 1Q2025 results

Netback margin improved sequentially by 9% YoY, driven by a change in sales mix.
Encouragingly, the weighted average spread of base-oil products is up 7% quarter-to-
date given downward sticky base-oil prices and recent negative volatility in oil prices.

Luberef’s W.A spreads are up 7% in 2Q25 (USD/ton)
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Volumes were flat YoY despite an 8-day shut-down for catalyst replacement on Group Il train and
lower sales of high-margin Gl products. Base-oil volumes will likely improve in 2Q/3Q on the back
of normalized operation of Gll train and resumption of supply of VGO. Luberef plans to conduct
maintenance shut-down and tie-in of the Growth Il project in 4Q25. We eye base-oil volumes to

remain flat YoY.

Strong FCF generation of SAR292mn, up 163% YoY, driven by healthy EBITDA and savings in working
capital. This has set the stage for the payout ratio to stay at the higher end of management guidance
of 60-80% FCF.

We expect overall cash payout to drop to “SAR4.5/sh in 2025 from SAR6.7/sh in 2024. The drop in
cash payout is premised on (i) the expected increase in capex associated with the ongoing Growth
Il project and maintenance cycle, and (i) the drop in contribution to cash flow from changes in the
working capital in 2025 compared to 2024. Dividends are expected to recover in 2026 to 2027 upon
completion of the project capex and optimization of operations.

Capex is set to ramp up to SAR520-680mn in 2025 as per management guidance, up from
SAR200mn. The majority of increase in capex is due to Growth Il project. Capex is likely to drop in

2026 but still will remain elevated.

Luberef’s 1Q2025 earnings review

SARmn 1Q24 1Q25 QoQ 4Q24 YoY

Sales 2185 2128 -3% 2628 -19%
Gross Profit 314 288 -8% 339 -15%
Operating Profit 246 226 -8% 198 14%

EBITDA 324 289 -M% 266 9%

Profit Before Zakat 245 231 -6% 215 7%

Net Profit 239 222 1% 208 6%

EPS 1.4 13 1% 1.2 6%

Margins

Gross Margin 14% 14% 13%

EBITDA Margin 15% 14% 10%

Net Margin 1% 10% 8%

Volumes 2n 2n 0% 350 -22%
Crack Margin 1613 1755 9% 1644 7%

Source: Company Announcement



Big potential upside from future projects & initiatives

Visibility on major projects (Growth Ill, extension in operation of Jeddah facility) is likely
to emerge over the course of 2H25 or early TH26) and will likely be a source of excitement
in stock price beyond the resolution of ongoing tariff fiction (~70% volumes are exported),
in our view. We see significant earnings and valuation upside from future projects and
developments. The following is a brief summary of major projects:

Growth II: Once optimized, Growth Il project (de-bottlenecking of various components
of the Yanbu complex in Group Il processing unit) will likely lead to 37% increase in Gl
volumes, and the introduction of GllI products. The total base-oil production is expected
to increase to 1.6mn tons upon optimization from the current 1.3mn tons. The Growth I
project is part of our earnings and valuation estimates.

Continuation of production in Jeddah: Luberef’s request for continuation of feedstock
supply beyond the currently scheduled expiry of the feedstock agreement in mid-2026, is
pending with the Ministry of Energy. Separately, Aramco is also reviewing the possibility
of continuing operations on Jeddah terminal, as per the management. We continue to see
commercial and economic rationales for the continued operation in Jeddah facility and
expect tangible progress on the extension of various agreements towards the end of this
year or early next year. In the case of an extension in operations in Jeddah, we see 20-25%
upside in earnings in 2027.

Growth Il (Group IlI+) project: Firming up company’s plans for a new USD300-400mn
project (GlIl & GllI+ products) with IRR of 40% (management estimates) is another major
future project. Luberef is targeting to complete the pre-feed study by the end of this year.
Subject to the outcome of the pre-feed study and the board’s approval, the project can
move to FEED and FID in 2026.

Why Buy rating despite negative performance

Attractive valuation due to a steep underperformance of stock price in the past 12 months
coupled with strong FCF generation, significant earnings and valuation upside from
progress on future projects and possible future synergies with the parent company in
either feedstock or sales form the basis of our Buy rating on Luberef.

Key risks to our investment thesis include: (i) general risks associated with the optimization
of plant post revamp under Growth Il project,(ii) volatility in base-oil margin and volumes
due to ongoing tariff fiction, (iii) by-product margin, and (iv) dependence on a single source
of feedstock.



Key Financials

Income Statement

SARmMn 2023 2024 2025E 2026E 2027E 2028E
Revenue 9,489 10,036 8,703 9,174 8,167 8,257
Cost of Revenue -7,630 -8,700 -7,421 -7,672 -6,577 -6,672
Gross Profit 1,858 1,336 1,282 1,502 1,590 1,585
Selling & distribution Exp -37 -64 -59 -60 -61 -62
G&A expenses -230 -281 -256 -260 177 -180
EBIT 1,590 977 956 1,7 1,341 1,332
EBITDA 1,892 1,227 1,204 1,441 1,613 1,605
Finance income/Others 131 80 75 54 46 42
Financial costs -142 -92 -54 -33 -19 -7
Zakat -69 -16 -13 -30 -39 -35
Profit after Tax 1,510 972 964 1,161 1,329 1,332
EPS 9.0 5.8 5.7 6.9 7.9 7.9
DPS 10.0 6.7 4.5 5.0 6.9 729

Source: Luberef, AC Estimates

Balance Sheet

SARmMn 2023 2024 2025E 2026E 2027E 2028E
Assets 8,856 1,139 7,743 1,139 7,380 7,079
Non-Current Assets 4,71 4,718 4,912 4,894 4,679 4,462
Property, Plant and Equipment 4,771 4,718 4,912 4,894 4,679 4,462
Current Assets 3,885 2,836 2,656 2,679 2,546 2,461
Cash and cash equivalents 546 735 744 702 756 657
Trade receivables 1,054 961 835 880 783 792
Inventories 623 671 610 631 541 548
Short-term deposit 1,635 452 452 452 452 452
Equity 4,869 4,397 4,630 4,942 5,105 5,210
Share capital 1,688 1,688 1,688 1,688 1,688 1,688
Retained earnings 2,724 2,253 2,485 2,798 2,960 3,066
Liabilities 3,987 3,342 3,114 2,797 2,275 1,869
Non-Current Liabilities 1,908 935 657 415 186 0
Long-term borrowings 1,744 785 626 406 186 0
Lease liabilities 164 150 31 9 (0] 0
Current Liabilities 1,622 1,979 2,031 1,955 1,708 1,488
Payables & Others 1,174 1,569 1,525 1,47 1,243 1,243
Accrued expenses 227 274 264 254 244 244

Current portion of borrowing 221 136 242 229 220 0



Summary of Cash Flows

SARmMn 2023 2024 2025E 2026E 2027E 2028E
Operating Activities 2,247 1,688 1,347 1,303 1,505 1,590
Investing Activities (324) (182) (432) (242) (46) (57)

Financing Activities -3249 -996 -754 -802 -1405 -1633

Source: Luberef, AC Estimates

Current Ratio X 24 1.4 1.3 1.4 1.5 1.7
Quick Ratio X 2.0 11 1.0 1.0 12 13
Cash Ratio X 13 0.6 0.6 0.6 0.7 0.7

Turnover Ratios

AR Turnover X 9.0 10.4 10.4 10.4 10.4 10.4
AP Turnover X 7.0 4.9 4.9 5.2 53 5.4
DIO Days 28 32 30 30 30 30

DSO Days 4 35 35 35 35 35

DPO Days 52 75 75 70 69 68

ccc Days 16 -8 -10 -5 -4 -3

Capital Structure Ratios 0.9 0.7 0.6 0.7 0.7

Debt to Equity X 44% 24% 19% 13% 8% 0%
Debt Ratio % 24% 14% 12% 8% 6% 0%
Debt Coverage X 7.03 0.85 4.23 4.06 5.22 3.22

Profitability Ratios

GP Margin % 20% 13% 15% 16% 19% 19.19%
Operating Margin % 17% 10% 1% 13% 16% 16.13%
NP Margin % 16% 10% n% 13% 16% 16%
ROE % 31% 22% 21% 23% 26% 26%
ROA 17% 13% 12% 15% 18% 19%

Market Ratios

Market Price SAR/sh 100.6 100.6 100.6 100.6 100.6 100.6
EPS SAR/sh 9.0 58 57 6.9 7.9 7.9
DPS SAR/sh 10.0 6.7 45 5.0 6.9 73
BVPS SAR/sh 29.0 26.1 275 294 304 310
EBITDA SAR/sh 13 73 7.2 8.6 96 95
PE X i 173 174 145 12.6 12,6
Dividend Yield % 10.0% 6.7% 4.4% 51% 6.9% 73%
Payout Ratio % m% 16% 76% 73% 88% 92%
PB X 3.5 38 3.6 34 33 32
EV/EBITDA X 8.6 133 13.5 13 10.1 10.1

Source: Luberef, AC Estimates



Analyst Certification:

I/We, Muhammad Fawad Khan, CFA, Abdulrahman Yusef Alnafia , the author/s of this report, hereby certify that that: (i) views
expressed in this report reflect the Research Analyst’s personal views about all of the securities and (ii) no part of any of compensation
of the author/s was, is, or will be directly or indirectly related to the specific recommendations or views expressed by in this report.

Rating Methodology

Alinma Capital Company (ACC) follow a four-tier rating system based on total return methodology as per following details

>+15% Total Return: Stocks with +15% expected total return (including dividend yield) over the next 12-months are classified as Buy.
5-15%: Stocks with total return between 5-15% can be classified as Buy or Neutral.

>-5%<+5% total return: Stocks with total return between -5+5% can be classified as Neutral or Underperform

Underperform-Stocks which are expected to have <-5% total return

Not Covered: AIC has not assigned any rating on the stock

Coverage Suspended: AIC has temporarily suspended the coverage of the stock either in compliance with local regulation or other
considerations

Price data for the listed securities is based on 19 May, 2025.
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Disclaimer

The published reports are for general information purposes to
presentaviewonthecompany/economicsector/economicsubject
under research, and should not be considered a recommendation
to buy/sell/hold for any security or any other assets. This report
does not take into consideration the specific financial position of
every investor and/or his/her risk appetite in relation to investing
in the security or any other assets, and hence, may not be suitable
for all clients depending on their financial position and their
ability and willingness to undertake risks. It is advised that every
potential investor seek professional advice from several sources
concerning investment decision and should study the impact of
such decisions on his/her financial/legal/tax position and other
concerns before getting into such investments or liquidate them
partially or fully. The market of securities, macroeconomic or
microeconomicvariables are of a volatile nature and could witness
sudden changes, therefore, the investor in securities or other
assets might face some unexpected risks and fluctuations. All
the information, views and expectations and fair values or target
prices contained in this report have been compiled or arrived at
by Alinma Capital Company from sources believed to be reliable,
but Alinma Capital company has not independently verified the
contents obtained from these sources and such information may
be condensed or incomplete. Accordingly, no representation or
warranty, express or implied, is made as to, and no reliance should
be placed on the fairness, accuracy, completeness or correctness
of the information and opinions contained in this report. Alinma
Capital Company shall not be liable for any loss as that may arise
from the use of this report or its contents or otherwise arising in
connection therewith. The past performance of any investment is
not an indicator of future performance. Any financial projections,
fair value estimates or price targets and statements regarding
future prospects contained in this document may not be realized.
The value of the security or any other assets or the return from
them might increase or decrease. Any change in currency rates
may have a positive or negative impact on the value/return on
the securities mentioned in the report. The investor might get
an amount less than the amount invested in some cases. Some
securities maybe, by nature, of low volume/trades or may become
like that unexpectedly in special circumstances and this might

increase the risk on the investor. Some fees might be levied on
some investments in securities. This report has been written by
professional employees in Alinma Capital Company , and they
might be holding positions directly in any securities and mutual
funds contained in this report during the time of publication of
this report, This report has been produced independently and
separately by the Research Division at Alinma Capital Company
and no party (in-house or outside) who might have interest
whether direct or indirect have seen the contents of this report
before its publishing, except for those whom corporate positions
allow them to do so, and/or third-party persons/institutions who
signed a non-disclosure agreement with Alinma Capital Company
. Funds managed by Alinma Capital Company and its subsidiaries
for third parties may own the securities that are the subject of this
document.

Funds managed by Alinma Capital Company and its subsidiaries
for third parties may own the securities that are the subject of this
document or its subsidiaries may own securities in one or more of
the aforementioned companies, and/or indirectly through funds
managed by third parties. The Investment Banking division of
Funds managed by Alinma Capital Company and its subsidiaries
for third parties may own the securities that are the subject of
this document maybe in the process of soliciting or executing
fee earning mandates for companies that is either the subject of
this document or is mentioned in this document. One or more of
Funds managed by Alinma Capital Company and its subsidiaries
for third parties may own the securities that are the subject of
this document board members or executive managers could be
also a board member or member of the executive management
at the company or companies mentioned in this report, or their
associated companies. No part of this report may be reproduced
whether inside or outside the Kingdom of Saudi Arabia without
the written permission by Alinma Capital Company and its
subsidiaries for third parties may own the securities that are the
subject of this document.

Alinma Capital, a Saudi closed joint stock company under CR
No. 1010269764 and the Capital Market Authority License No.37-
09134.
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