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Transcript of BPC ‘s Analysts Conference Call
for Q2 ended 31/10/2018

Rita:  Greetings ladies and gentlemen, and thank you for joining us today.
This is Rita Guindy, and on behalf of Arqaam Capital I'm delighted to
welcome you to Boubyan Petrochemical Company's conference call
to discuss Q2 2018/2019 results. | have with me here today
Mr. Nawaf Arhamah, Chief Financial Officer of Boubyan
Petrochemical Company, and Mr. Ahmad Al Gumar — Manager of
Investments at Boubyan Petrochemical Company. With no further

delay, | will now turn over the call to Mr. Nawaf Arhamah.

Nawaf:  Thank you all for joining us today in our second quarter 2019

earnings call.

Nawaf:  Iwould like to start by highlighting the headlines about performance
during the three months ending 31st October, 2018, and | will pass
the mic to Ahmed Al-Gumar, who will go through our investments.

Nawaf:  During this quarter we continued our efforts to clean up the balance
sheet. Despite having impairments at the level of subsidiaries we
reported net income higher than last year. Our net income was

approximately KWD 762,000 for the quarter, almost wiple whar it

was last year.

Nawaf: At the operational level we continue rationalizing costs as well as
P g
putting in place growth initiatives. Our efforts are starting to bear
fruit, and the majority of our core investments reported better
J P
performance than last year. We expect further impravements to be
reflected in our net income starting next quarter. With that, Il now
pass 1o Ahmed Al-Gumar, who'll walk you through derails of our

investments.

Ahmed:  Thank you, Nawaf. Hello, everyone. 1 will go briefly through each of
our investments, starting with Al-Kout. During the second quarter
we acquired an additional 7.24% of Al-Kout, which brought it up to
the subsidiary level. We now own 53.7% of the company. This
acquisition has resulted in a reclassification gain of KwD 1.1 million;

this is of course non-recurring,
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Ahmed:

Ahmed:

Ahmed:

Nawaf:
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As for the Educational Holding Group, it contribured KWD 848,000
to our battom line. This compares to KWD 719,000 last year, We are
continuing our cost optimization efforts, which we expect will show
in the bottom line starting next quarter. Our share of results from
EYAS was KwWD 384,000. We also expect further improvements to
start showing from the next quarter. Nafais continued its strong
performance and is expected to continue this trend. We generated

KWD 570,000 profits this quarter versus KWD 361,000 last year.

With regards to our Saudi investments, Al Borg contributed KWD
342,000 to our bottom line versus KWD 296,000 last year. This came
despite the challenging conditions in the Saudi market. Al Borg
managed o grow its B2B business to compensate for the decline in
the B2C business. We expect further growth next year as the
company resumes its operations in Kuwait after buying out its local
partners last year. As for Awazel, the Saudi construction sector
continued to slow down and that impacted Awazel's profitably. This
year we generated KWD 64,000, compared to KWD 215,000 [ast

year.

With regards to Muna Noor, we continued our efforts in turning it
around. We have a new executive team in the company, and we are
starting to see steady improvement. We are targeting to break even
during the next financial year. The turnaround unfortunately has
taken slightly longer than we have anticipated earlier this year. To

that, | would like to hand over the microphone back to Nawaf.

Thank you, Ahmed. Overall, aur financial position remains strong,
with significant cash balances atseveral of our core investments. Our
strategy for the year is to continue focusing on improving the
performance of our core investments, and we are on track to
achieving the targets of KWD 20 million in income from non-Equate
investment by 2020. With that, I'd like to open the floor for

questions. Thank you.
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Operator: Thank you. Ladies and Gentlemen, we will now start our Q&A
session. If you wish to ask a question, please press 01 on your
telephone keypad. Thank you for holding until we have our

first question.

Operator: Our first question comes from Nadim Parker (KFH Capital).

Please go ahead.

Nadim: Hi all. | have two quick questions. | observed an increase in
debtlevelsin the balance sheetand also, | am seeing a decline
in retained earnings. Can you just comment on both of them

please?

Nawaf: Thank you Nadim. So on debt, we drew down more of the
facilities to make the acquisitions. We made acquisition of
EYAS and Al-Kout. We increased our stake in Al-Kout by
7.24% and we bought around 20% of EYAS, so thatis why the

debt level is up.

Nadim: The retained earnings, as of April 2018 you have retained
earnings of KWD 45 million and they are now down to KWD

26 million.

Nawaf: We paid dividends. When you pay dividends, the retained

earnings get reduced. 5o, its in the cashflow statement.

Nadim: Alright. Fine, | think | should be ok with it. And any plans for
retirement of the debt. The debt increased due to
acquisitions. Do we see any reduction in debtinsay 2019 and

2020? Any plans for that?

Nawaf: Yes, we pay dividends less than our cash flow. So, our debt
will naturally go down. We generate about roughly KWD 40
million average a year of cash. Our interest is KWD 8 million
then dividend is about KWD 22-23 million, and the rest we
use to pay down the principal of debt. We would like to keep
the capital structure about 70:30 debt to equity, its more

efficient. We pay down naturally, but we don't intend to pay

down quickly.
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Nadim:

Correct, alright. Thank you very much.

Operator: Our next question comes from Muneera Al Marzouk from NBK

Muneera:

MNawaf:

Ahmed:

Capital. Please go ahead.

Hello, thank you for the call. | have two questions please.
One, with regards 1o your MEG plans. Do you have any
updates on the MEG expansion like how much of capex is
remaining to be spent and when will it be operational? And
two, how should we think about the cash dividends at the
company level given the future capital allocation strategy?
And how should we think about future debt levels given your

growth strategy ? Thank you.

The expansion is actually in the Gulf of Mexico, on the Equate
level, so | am not privy to much details and | cannot disclose
much information. | will give you a brief general idea. It's
ongoing and the planis still in place to have it up and running
by 2020. Until then it's just construction and we will not see
any impact at Boubyan's level until the factory becomes
operational which we expectby Q1 2020, as Equate disclosed

tothe public. Ahmed will take the second part of the question.

in terms of the cash flow and our debt going forward, as we
just explained, we are very comfortable with the debt level
that we are at right now and most of our subsidiaries are
sitting on substantial cash positions. We enjoy a large cash
inflow both from Equate — last year was more than KWD 30
million, we are expecting it to be higher this year; and most of
our major subsidiaries and associates are very generous in
terms of cash distribution. So we will maintain a cash flow to
net debt position that is way lower than what the banks
require. And as you can see, our debt expense is way lower
than the average companies in Kuwait. So, the interest that
we pay is indicative of our comfortable position. | hope this

answers your question.
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Muneera: Thank you. One more question. In terms of cash dividend at the
company level, can you please elaborate on that going
forward. The cash dividend given from Boubyan and your

capital allocarion strategy right now.

Ahmed: We have increased our dividends aver the last few years. And
we are trying very hard to maintain a dividend policy
whereby we do not distribute anything lower than the
previous year. We hope to be able to achieve that target. And
If we show better results in the future, then I think you have
seen how generous our board has been over the last years —
we have had a continuous seventeen ar eighteen years now
of un-cut dividends. And | think that our board will continue
to pursue that strategy. But we will not have a specific
dividend payout ratio. | cannot tell you that our payout ratio
is B0% of earnings for example because you have seen last
year we have paid out dividends that are much higher than
what we have earned. So we will continue to look at Boubyan
as a cash flow story rather than an EPS story and we will

continue to support both our stock price and our

shareholders equity by taking supportive measures..

Muneera: Thank you.

Operator: We have no further questions. Thank you, ladies and

gentlemen, for joining us today.
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Core Investment Update (1/2)
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EQUATE
‘V

Equate delivered strong Q3 2018 results driven by favorable pricing conditions for
EG, PE and PET and reliable operations

Equate reported $406m in net profit, up 22% y-o-y and EBITDA of $547m, up
12% y-o-y

Year to date, net income was $1.3bn, up 44% y-o-y EBITDA was $1.7bn, up 26%
y-0-y

ICUT

al kout industrial projects
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Boubyan acquired an additional 7.24% stake in Al Kout Industrial Projects Co. -
bringing our total stake to 53.70%, making it a subsidiary.

This resulted in reclassification gain of KWD1.1mn
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Educational Holding Group
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EDU continued to take further non-recurring provisions that affected its bottom
line

Profits are expected to improve starting its first quarter as cost optimization
measures continue

EYAS

EYAS’s bottom line witnessed a 2% increase from the previous year as it
continued its cost cutting measures

Boubyan’s share of results from EYAS was KWD 0.4mn




Core Investment Update (2/2)
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Nafais continued its strong performance during the period and is expected to
continue this trend

Boubyan generated KWD 0.6mn from Nafais in vs. KWD 0.4mn last year
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Al Borg Medical Laboratories

The Saudi market remains challenging for Al Borg as consumer demand slowed
down particularly on the wellness programs

Al Borg has recently relaunched its operations in Kuwait after signing up with new
partners

Boubyan’s share of results from Al Borg was KWD 0.34mn in 2Q18 vs 0.30 last
year

MUNA
NOOR

Due to the introduction on IFRS 9 accounting standard, Muna Noor took
provisions amounting to KWD 0.9mn in 2Q18

Business is expected to pick up in the coming year on the back of Boubyan’s
restructuring efforts

The Saudi economy continued to slow down as the construction sector was
negatively affected




Boubyan at a Glance - Investment Portfolio as of 2Q18

Amounts in KWD, millions

Core Investments Ownership Carrying value

EQUATE 9.00% 173.2

The Kuwait Olefins Company (TKOC) 9.00% 135.0

The Equate group 308.2

Core

Core Investments Ownership Carrying value

EDU 82.70% 45.3

Al Kout 53.70% 29.7

EYAS 20.68% 20.2

Al Borg 24.00% 15.1 7%
NAFAIS 21.12% 11.4 Equate Non-core
Awazel 20.78% 10.7

Muna Noor 100.00% 4.6

Total core investments 137.0

Total non-core investments 32.1

Total investment portfolio 477.4




Boubyan’s reported net income grew to reach KWDO0.8mn

in 2Q18 against KWDO0O.3mn in 2Q17

EPS Contribution

Income (KWD, thousands) 2Q17 2Q18 2Q17 2Q18 Commentary

Al-Kout? 445.7 1,755.3 0.86 3.38
Educational Group 719.1 847.8 1.39 1.63 « Boubyan’s core investments
Nafais 360.8 569.7 0.70 1.10 achieved a total income of
EYAS2 - 384.3 0.74 KWD1.6mn in 2Q18, _adjus’_ced
Al Borg 295.7 342.3 0.57 0.66 for Alkout’s non-recurring gain
Awazel 214.9 64.4 0.41 0.12 , .
« Boubya’s non-core investments
Muna Noor Group (239.4) (1,201.8) (0.46) (2.32) achieved positive results of
Total core investments 1,796.8 2,762.0 3.46 5.33 KWDO0.2mn in 2Q18 compared
to a loss of KWD.03mn in 2Q17
Total Non-Core (34.9) 157,136 (0.07) 0.30
+ Finance cost increased to
Other income/(Loss) 0.1 44.7 NM 0.09 KWD1.9mn ~ as  Boubyan
continued to make successful
Forex exchange (77.6) (5.7) (0.15) (0.01) acquisitions
Total other income (77.5) 39.0 (0.15) 0.08

+ Reported net income increased

Total income 1,684.4 2,958.2 3.25 5.70 to KWDO0.8mn as of 2Q18
against KWDO0.3mn in 2Q17

Expenses

Finance Cost (1,192.8) (1,918.6) (2.30) (3.70)
Staff expenses (137.1) (122.5) (0.26) (0.24)
G&A Expenses (84.6) (95.9) (0.16) (0.18)
Board & govt. fees/Taxes - (59.2) - (0.11)
Total Expenses (1,414.6) (2,196.2) (2.73) (4.23)
Reported net income 269.8 762.0 0.53 1.47

IThis includes a non-recurring amount of KWD1.1mn due to gain on fair value of previously held interest in AlKout
2Share of results from the stake owned directly by Boubyan



Boubyan’s normalized net income - 2Q18

Amounts in KWD, thousands

(1,136)

130

© I
Reported Provisions - Gain on FV Gain on FV Gain on Forex gain Normalized
net income Muna Noor of previously of FA sale of FA net income
held interest through P&L through IS
1 2 3 4 5
Commentary

Boubyan took further provisions on the account receivables of its subsidiary Muna Noor
This gain due to the reclassification of AlKout Industrial after the acquisition of the additional stake
The gain on fair value of financial assets is from Boubyan’s portfolio with National Investments Company

The gain on financial assets through income statement represent Boubyan’s proceeds from ARCAPITA

vi AW

The foreign gain is from treasury operations at Boubyan
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