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Weak 4Q2012 Results Given
Changing Rating to Accumulate

Bloomberg Ticker

IQCD QD

ADR/GDR Ticker

N/A

Fertilizer

Key Data

Shutdowns;

4Q2012 results impacted by fertilizer shutdowns and losses/impairments in
Bahraini steel associate; preliminary flattish net income guidance for 2013,
while conservative could be concerning. IQCD reported a disappointing 4Q2012
with minor shutdowns (ammonia: 26 days, urea: 18 days) weighing on the top-line.
While the company stated that these shutdowns were planned, we believe that they
had not been fully communicated to investors previously. Losses and impairments
at IQCD‟s Bahraini steel associate also crimped the bottom-line, in our view. The
company also announced cash DPS of QR8.50 and a 10% stock dividend,
which while in line with historical payouts was again somewhat subdued given
IQCD‟s strong cash position (QR3.2bn in 2012 net cash vs. QR0.1bn in 2011) and
lack of major announced expansions. IQCD also guided to flat 2013 earnings (vs.
our estimate of +7%YoY), which while conservative could also concern
investors. The company stated that its 2013 net income guidance is pegged on
moderate incremental volume and minimal price inflation being offset by rising
production costs. We believe that this guidance is conservative as: (1) low-single
digit growth in petrochemical volume (LDPE-3 launched in 3Q2012 with 84%
utilization by end-2012; a major maintenance shutdown has also been pushed into
1Q2014 from 1Q2013); (2) flattish steel volume (conservative as EF-1/2 will
continue to operate until early 2015 vs. previous discontinuation in 1H2013, along
with the commercial launch of EF-5 in 2Q2013) and (3) mid-double digit YoY
increase in fertilizer volume (full year contributions from QAFCO 5/6, which exited
2012 at 86% and 82% urea utilization, respectively) should help boost 2013 net
income. We maintain our estimates going forward in anticipation of IQCD‟s detailed
5-year (2013-2017) business plan (to be released in late-March 2013). Realized
prices remain the major risk to our forecasts. Despite the 4Q2012 miss, we
remain optimistic on IQCD longer term but change our rating to Accumulate.
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Financial Results and Key Takeaways


4Q2012 top-line of QR4.5bn (-13% QoQ/+11% YoY) was 7% below our
estimate and consensus of QR4.8bn. Revenue missed our estimate due to
weaker-than-expected fertilizer and steel top-lines. By segment in 4Q2012: (1)
Petrochemicals (QR1.8bn; 40% of revenue) beat our modeled estimate driven
by better-than-expected price realizations; LDPE-3 ramped up during the
quarter, closing 2012 at a utilization rate of 84%. Overall segment utilization
improved 5.6 percentage points QoQ with negligible shutdown days. (2)
Fertilizer (QR1.4bn; 30%) was a disappointment with shutdowns marring
performance after a record 3Q2012. (3) Steel (QR1.3bn; 30%) revenue was
impacted by moderately lower sales volume and price declines. For 2012,
IQCD posted overall revenue of QR18,698mn (+13%) with growth primarily
driven by QAFCO 5/6 volumes. (Executive Summary continued on Page 2)
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4Q2012, Actual vs. Estimates
4Q2012

QoQ

YoY

4Q2012e

A vs. E

Consensus

A vs. C

4,473

-13%

11%

4,824

-7%

4,818

-7%

Petrochemicals

1,792

3%

8%

1,596

12%

N/A

N/A

Fertilizer

1,357

-29%

26%

1,781

-24%

N/A

N/A

Steel

1,324

-12%

4%

1,448

-9%

N/A

N/A

EBITDA

2,312

-21%

16%

2,601

-11%

2,554

-9%

Net Income

1,784

-32%

6%

2,308

-23%

2,441

-27%

Revenue

Source: Company data, QNBFS estimates, Reuters, Bloomberg
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December quarter net income of QR1.8bn (-32% QoQ/+6% YoY) was 23% below our estimate and 27% shy
of consensus. (1) EBITDA of QR2.3bn (-21% QoQ/+16% YoY) was some 11% below our estimate driven by the
top-line miss, lowered profitability (GPM fell to 59.5% in 4Q2012 vs. 62.5% in 3Q2012 and our estimate of 60.5%)
and higher-than-expected SG&A expenses. The EBITDA margin declined to 51.7% vs. 57.0% in 3Q2012 and our
estimate of 53.9%. (2) Net income was further impacted by slightly greater-than-expected depreciation expenses
as QAFCO-6/LPDE-3 were capitalized during the quarter and QR257mn in charges (including QR150mn in
impairment losses) due to IQCD‟s Bahraini steel associate.
The company also announced cash DPS of QR8.50 and a 10% stock dividend. This translates into a yield of
5.0% along with a payout of 55.4% in 2012, which is in line with the average payout during 2009-2011. According
to the press release, IQCD‟s board has approved a revised dividend policy targeting a consistent growth rate in
dividends over the upcoming five-year period. While we were not expecting a stock dividend, we believe that the
company adopted a somewhat conservative stance on their cash dividends. Given IQCD‟s strong net cash
position and lack of significant announced expansion projects, we believe that IQCD could have offered a better
cash dividend component in 2012.
IFRS 11 adoption to shrink reported top-line and balance sheet but have no impact on net income and
cash flow. IQCD has to adopt International Accounting Standard Board‟s IFRS 11 rule from 2013. Under this
accounting requirement, the company can no longer record proportional revenue and costs contribution from its
JVs (QAPCO, QAFCO and QFAC) and instead has record them using the equity method. Thus going forward,
IQCD‟s consolidated top-line will only consist of its wholly-owned steel subsidiary‟s revenue and the share of net
income of these JVs will be reported as a separate line item in the income statement. Overall, total net income and
shareholders‟ equity will not change but the balance sheet size will shrink with assets and liabilities associated with
these JVs recorded as a single line item depicting investments in joint ventures. We note that Qatar Electricity &
Water (QEWS) will also have to adopt IFRS 11 going forward.
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Recommendations

Risk Ratings

Based on the range for the upside / downside offered by the 12month target price of a stock versus the current market price

Reflecting historic and expected price volatility versus the local
market average and qualitative risk analysis of fundamentals

OUTPERFORM

Greater than +20%

R-1

Significantly lower than average

ACCUMULATE

Between +10% to +20%

R-2

Lower than average

MARKET PERFORM

Between -10% to +10%

R-3

Medium / In-line with the average

REDUCE

Between -10% to -20%

R-4

Above average

UNDERPERFORM

Lower than -20%

R-5

Significantly above average
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DISCLAIMER: This publication has been prepared by QNB Financial Services SPC (“QNBFS”) a wholly-owned subsidiary of Qatar National Bank (“QNB”). QNBFS is regulated by
the Qatar Financial Markets Authority and the Qatar Exchange; QNB is regulated by the Qatar Central Bank. This publication expresses the views and opinions of QNBFS at a given
time only. It is not an offer, promotion or recommendation to buy or sell securities or other investments, nor is it intended to constitute legal, tax, accounting, or financial advice. We
therefore strongly advise potential investors to seek independent professional advice before making any investment decision. Although the information in this report has been
obtained from sources that QNBFS believes to be reliable, we have not independently verified such information and it may not be accurate or complete. While this publication has
been prepared with the utmost degree of care by our analysts, QNBFS does not make any representations or warranties as to the accuracy and completeness of the information it
may contain, and declines any liability in that respect. QNBFS reserves the right to amend the views and opinions expressed in this publication at any time. It may also express
viewpoints or make investment decisions that differ significantly from, or even contradict, the views and opinions included in this report.
COPYRIGHT: No part of this document may be reproduced without the explicit written permission of QNBFS.
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