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Key Data Highlights
Market Cap. (QR mn)# 58,905
EPS* (QR) 10.8
BVPS* (QR) 36.0
P/E* 99 growth of 58.1% in its total sales and 46.0%
P/BV* 3.0
12M Avg.vol. 575,035
52 week Lo / Hi (QR) 60.8/189.5  QR7.2bn, respectively.

Source: Global Research
# As on May 20th 2009
*2009 Projected

e In 2008, Industries Qatar (IQ) achieved a

in its after tax profit to QR14.7bn and

* The Company achieved a remarkable growth during 9M2008 when its profitability reached at
QR7.1bn. However, the recent economic downturn has caused a major dent in the bottom line
growth and the Company was able to post PAT of QR94.2mn during 4Q2008. The financial
crisis and economic downturn in 4Q2008 led to a (i) fall in average prices of crude oil by 51.7%
to US$54.8 per barrel in 4Q2008 and (ii) slump in demand of petrochemicals and related
products in the wake of global economic slowdown.

e The fall in average crude oil prices in 4Q2008 and lower average crude oil prices in 1Q2009 has
led us to revise down our long-term average crude oil price range from our initial forecast of
US$75-US$80 per barrel to US$60-US$65. Moreover, we have also revise down the average
capacity utilization rate to 65.0% in 2009, which is expected to increase gradually in coming
years to 75% in 2009 and reach above 90% in 2012, in the wake of economic recovery.

* Despite of the global economic slowdown and financial crisis, 1Q has not intended to
suspend or roll back any of its future expansion projects. However, some delays have been
observed in some of its expansion projects i.e. QAFCO-Melamine delayed from 1Q2009
t0 2Q2010 and QAPCO LDPE-3 from 4Q2011 to 2Q2012.

e Our consolidated DCF value for IQ worked out to be QR116.6 per share, which shows
that at the closing price of QR107.1 (as on May 20, 2009) the stock is offering a potential
upside of 8.9%. We, therefore, revise our recommendation on the stock from Buy to
“Hold’.
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Industries Qatar - Financial Performance & Outlook

Financial Performance - 2008

The Company’s top line and bottom line has registered a growth of 58.1% and 46.0%,
respectively, during 2008, which was mainly due to a prominent growth recorded during
9M2008. The Company recorded a growth of 88.1% in sales revenue during 9M2008 over
the corresponding period of last year. The growth in top line during 9M2008 was mainly
led by the higher average crude oil prices and petrochemical demand. Consequently, the
Company’s bottom line during 9M2008 registered a growth of more than 100% over
corresponding period of last year. The profit for 9M2008 was also aided by higher other
income. However, the Company has suffered a major down fall in sales revenue and PAT
growth during 4Q2008, which was mainly due to an unpredictable economic downturn and
financial crisis. These events caused a (i) slump in demand of petrochemical products, (ii) fall
in crude oil prices by 51.7% to US$54.8 per barrel and (iii) fall in other (investment) income
of the Company. Consequently, the top line and bottom line of the Company was restricted
to QR1.9bn and QR94.2mn.

10 Business Segments

It is worth mentioning that during 2008 the Company’s steel segment remained a major
revenue driver which contributed 39.1% followed by fertilizer segment (31.1%) and
petrochemical segment (20.2%). Furthermore, the Company’s steel business is based on the
Qatar Steel Company (QASCO), which is a 100% subsidiary of 1Q. While Qatar Fertilizer
Company (QAFCO) is responsible for fertilizer business, where 1Q has 75% stakes and Qatar
Petrochemical Company (QAPCO) 80% owned by 1Q produces petrochemical products. The
Company’s fuel additive operations are carried out through Qatar Fuel Additive Company
(QAFAC), where 1Q has 50% stake.

Chart 01: Sales Revenue Composition - 20008
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Source: Company Annual Report & Global Research

Expansion Projects & Costs

In consistent with the policies of the big regional players, IQ has not made any announcement
related to the roll back of any expansion project. However, some delays in the expansion
projects have been made due to the global markets condition. In addition, the Company
is still committed to make an investment of QR14.1bn (QR21.0bn without net off) to
increase the overall capacity at a CAGR of 12.7%, during 2008-12, to produce 9.7mn tons of
petrochemical, fuel additives, fertilizers and steel products.
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Table 01: Expansion Projects & Costs

Basic-

Cost Olefins Polymers Melamine Ammonia Urea Expected
Project Name (Mn USS$) (tons) (tons) (tons) (tons) (tons) Production
QAPCO 410.0 250,000 2Q2012
Qatofin Polyethylene Plant 1,200.0 450,000 3Q2009
Ras Laffin Olefins Cracker 800.0 1,300,000 1,200,000 3Q2009
QAFCO-Melamine 250 60,000 2Q2010
QAFCO-V 3,200 1,656,000 1,386,000 2Q2011
Fereej Tower I & 11 140
Total 6,000 1,300,000 1,900,000 60,000 1,656,000 1,386,000

Source: Company Annual Report 2008, Zawya & Global Research

Capacity, Production and Utilization Rate

The global economic slowdown has caused a massive downfall in the demand of petrochemical
and steel products. However, the demand for fertilizer products is expected to remain on higher
side but with lower prices. Subsequently, we have revised down the capacity utilization rate
of the Company’s petrochemicals, fuel additives and steel segment to the average level of
60%-65% in 2009. However, we believe that the capacity utilization rate will start improving
during the end of 2009 and start of 2010 and is expected to be averaged out in the range of
85%-90% in 2012 on the back of expected recovery in early 2010. Based on our updated
utilization rate, the overall production of the Company is expected to increase at a CAGR
of 8.9% during 2008-12. Furthermore, the Company’s overall production is expected to
show a remarkable YoY growth of 24.1% in 2011, which is mainly due to the completion of
QAFCO-V (fertilizer project) and full year impact of Melamine project.

Chart 02: Production (‘000 tons) & Capacity Utilization

2,900 110%
2,700 ’ﬁ /\/ L 100%
2,500
\ / L 90%
\ /\ﬂ F 80%
2,100
\\ /
1,900
\ /—J L 60%

1,700
N\

1,500

S S
& $
&

2,300

50%

$ & & &
D N N D
&g @@

Production

N3 % <
Y
o o

SIS S
S S > .
RO JRSRMINS

&
N >

/

Capacity Utilization

Source: Company Annual Reports & Global Research

Feed Stock & Product Prices

Natural gas is the main feedstock for fertilizer sector and crude oil prices are used as a
benchmark to set gas prices in international markets. However, gas prices are highly
subsidized in certain regions of the world. Among these regions, Middle-East, Northern
Africa, and South Asia have pre-determined discounts which are ranging between US$0.75
per mmbtu (in Saudi Arabia) to US$2.5 per mmbtu (North Africa and South Asia). Average
gas prices, in international markets, have shot up by 79.5% from US$4.4 per mmbtu in 2001
to US$7.9 per mmbtu in 2008, which was mainly due to higher average crude oil prices
YoY. However, the recent decline in crude oil prices has broken the upward rally in the gas
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prices and brought the average prices of gas from US$8.7 per mmbtu in 3Q2008 to US$5.7
per mmbtu in 4Q2008. Furthermore, we have changed our stance on future OPEC crude
oil prices and reduce our forecasted prices from recently updated average price range of
US$65-US$70 per barrel to the levels of US$60-US$65 per barrel during 2009-12, which is
based on the lower than expected average prices of US$42.9 per barrel in 1Q2009. However,
the expected global recovery in 2010 will lead to fuel the prices of OPEC crude oil to have
better year end average prices from 2010 onwards. Consequently, the average gas prices are
expected to remain in between the levels of US$6.25-6.75 per mmbtu during 2009-12.

Chart 03: Gas (USS per mmbtu) & OPEC Crude Oil (USS$ per barrel) Prices
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Furthermore, we believe that lower average prices of OPEC crude oil during 2009 will
restrict the long-term prices of naphtha in the average range of US$250-400 per ton. Hence,
the prices of petrochemical product will also remain under pressure.

Sales Revenue Growth

We have revised down the forecasted increase in consolidated sales revenue at 4-years CAGR
of 5.7% as compared to our initial forecast of 4 years CAGR of 21.5%. The downward
revision in sales revenue growth is mainly associated with the (i) lower capacity utilization
and (ii) 50%-65% lower prices from the initial estimates. The major impact of these factors
has shown in 2009, where the Company is expected to show a decline in top line by 27.3%.
However, with the expected improvement in utilization rate on the back of expected recovery
in late 2009 and early 2010 and completion of fertilizer and petrochemical related projects
will lead the sales revenue to grow in the average range of 19%-20% during 2010-2012.

Chart 04: Expected Sales Revenue (QR mn) & Growth
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Expected Gross & EBITDA Margins

Based on our calculations, the Company is expected to post the gross profit of QRS5.2bn in
2009 as compared to QR7.3bn reported in 2008. The lower gross profit is expected due to
lower sales revenue and cost of sales excluding depreciation expense. However, the Company
is expected to maintain the gross profit margin at 48.6% in 2009 as compared to 49.7% in
2008. Going forward, based on forecasted improvement in economy the Company’s (i) gross
profit is forecasted to increase at a CAGR of 20.7% during 2010-2012 and (ii) GP margin
is expected to remain in the average range of 45%-49.5% during 2009-2012. Furthermore,
we expect that Company is likely to show EBITDA of QR6.7bn in 2009 as compared to
QR7.7bn in 2008.

Chart 05: Gross Profit & EBITDA (QR mn) and Gross Profit Margin & EBITDA Margin
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Source: Company Annual Accounts & Global Research
Profitability Growth

The profitability of the Company has shown a growth of 45.9% during 2008 over the PAT
of QR4.9bn in 2007. The Company’s profitability was mainly hit during 4Q2008, which was
mainly due to global economic slump and massive fall in crude oil prices. Furthermore, these
factors have also led us to make downward revision in future demand, capacity utilization and
prices. Consequently, the forecasted bottom line has been revised downward in an average
range of 30%-32%, during 2009-11, from our initial forecasts. Furthermore, the Company’s
profitability is expected to show a negative growth of 18.5% to QR5.9 during 2009 from the
profitability of 2008. However, the expected recovery in 2009-2010 will lead the Company
to increase its bottom line at 4-years CAGR of 6.7% as compared to our initial forecasted
4-years CAGR of 22.8%. Our updated ROAA and ROAE are expected to stay at an average
level of 20.9% and 30.0% respectively.
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Chart 06: Profitability (QR mn) & ROAA
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Chart 07: Profitability (QR mn) & ROAE
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Quarterly Performance - 1Q2009

1Q has posted after tax profit of QR1.4bn during 1Q2009 as compared to the after tax profit
of QR1.9bn reported in corresponding period of last year. The lower profitability during
1Q2009 was mainly due to lower demand and average prices. Moreover, during the quarter
under review, the fall in the Company’s income from associates and investment coupled with
higher financial cost due to increase in debt base has also played important role to restrict the
Company’s profitability during 1Q2009.

Table 02: 1Q2009 - Income Statement

OR’000’ 1Q2008 1Q2009
Sales 3,466,002 2,176,224
Cost of Sales (1,496,035) (1,472,719)
Gross Profit 1,969,967 703,505
Income from Associates 23,710 (6,573)
Other Income 124,426 926,787
Selling Expenses (45,770) (27,489)
General & Administrative Expenses (119,864) (115,853
Finance Cost (29,267) (67,679)
Net Profit for the Period 1,923,202 1,412,698

Source: Company Quarterly Reports

Durring Q12009, the balance sheet size of the Company increased by 4.6% to QR28.7bn
from QR27.5bn reported at the end of 2008, which is mainly due to a growth in the asset
base of the Company from QR11.3bn in 2008 to QR12.3bn. However, the increase in asset
base of the Company is mainly financed through long term and short term finances, which
has increased by QR500.0mn to QR3.9bn and QR100.0mn to QR1.5bn respectively.

Table 03: 1Q2009 — Balance Sheet

OR in ‘000’ 2008 1Q2009
Assets

Total Current Assets 14,075,596 14,434,291
Total Fixed and Non-Current Assets 13,374,066 14,283,590
Total Assets 27,449,662 28,717,881

Liabilities & Equity

Total Current Liabilities 5,059,427 4,552,174
Total Non-Current Liabilities and provisions 4,135,773 4,591,076
Total Liabilities 9,195,200 9,143,250

Shareholders’ Equity

Share Capital 5,500,000 5,500,000
Legal Reserve 141,832 141,832
Cumulative Change in Fair Value 141,213 60,400
Hedging Reserve (634,665) (645,255)
Retained Earnings 8,694,589 10,106,910
Proposed Dividend / Bonuses Issue 4,400,000 4,400,000
Minority Interest 11,493 10,744
Total Shareholders’ Equity 18,254,462 19,574,631
Total Liabilities & Shareholders’ Equity 27,449,662 28,717,881

Source: Company Quarterly Reports
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Valuation and Recommendation

We have valued each business segment to arrive at a consolidated value for the company.
This indicates that we have used sum of the part Discounted Cash Flow Methodology.
Under this valuation, we have used 4-years (FY2009-FY2012) explicit forecast period for
the consolidated Free Cash Flows (FCF) of 1Q. The terminal value is estimated by using a
constant terminal growth rate for each business segment of the Company. The forecasted cash
flow and the terminal value is then discounted at the company Weighted Average Cost of
Capital (WACC). In order to value the FCF of IQ, we have used the following assumptions:

Risk Free Rate (RFR) of 5.8%.
Equity risk premium of 6.0%.
Beta of 1.1.

A terminal growth rate of 3.0%.
A target cost of debt of 7%.

MRS

Using the above assumptions, we have derived a cost of equity for the company at 12.3%, by
using Capital Assets Pricing Model, and a WACC of 10.4%, resulting in the Company worth
at QR116.6 per share.

Table 04: Consolidated DCF Calculations

(QR 000) 2009 (E) 2010 (E) 2011 (E) 2012 (E)
FCF 3,157,562 539,741 (449,796) 4,787,314
Discounted Cash Flow 2,932,679 454,271 (343,053) 3,308,682
Terminal Value 67,062,443
Primary Value 6,352,578
Terminal Value (discounted) 49,903,371
Total Enterprise Value 56,255,950
Debt (3,705,928)
Add: Investments & cash equivalents 11,584,981
Total Equity Value 64,135,004
Shares Outstanding (°000) 550,000
Fair Value Per Share 116.6

Source: Global Research
Sensitivity Analysis

We have carried out a sensitivity analysis, which shows the probable value given different
growth rate assumption and WACC.

Table 05: Sensitivity Analysis

Terminal Growth Rates
1.00% 2.00% 3.00% 4.00% 5.00%

8.35% 120.4 136.2 158.0 189.9 240.7
Q 9.35% 106.6 118.5 134.0 155.4 186.7
% 10.35% 95.8 105.0 116.6 131.9 152.9
= 11.35% 87.1 94.4 103.4 114.8 129.8
12.35% 80.0 85.9 93.0 101.8 113.1

Source: Global Research

Our consolidated DCF value for IQ worked out to be QR116.6 per share, which shows that at
the closing price of QR107.1 (as on May 20, 2009) the stock is offering a potential upside of
8.9%. We, therefore, revise our recommendation on the stock from Buy to “Hold’.
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The following is a comprehensive list of disclosures which may or may not apply to all our researches.
Only the relevant disclosures which apply to this particular research has been mentioned in the table
below under the heading of disclosure.

Disclosure Checklist

Company Recommendation Ticker Price Disclosure
Industries Qatar Hold IQCD QD (Bloomberg) QR107.1 1,10
IQCD.QA (Reuters)

1. Global Investment House did not receive and will not receive any compensation from the company
or anyone else for the preparation of this report.

2. The company being researched holds more than 5% stake in Global Investment House.

3. Global Investment House makes a market in securities issued by this company.

4. Global Investment House acts as a corporate broker or sponsor to this company.

5. The author of or an individual who assisted in the preparation of this report (or a member of his/her
household) has a direct ownership position in securities issued by this company.

6. An employee of Global Investment House serves on the board of directors of this company.

7. Within the past year , Global Investment House has managed or co-managed a public offering for
this company, for which it received fees.

8. Global Investment House has received compensation from this company for the provision of
investment banking or financial advisory services within the past year.

9. Global Investment House expects to receive or intends to seek compensation for investment banking
services from this company in the next three month.

10. Please see special footnote below for other relevant disclosures.

Global Research: Equity Ratings Definitions

Global Rating Definition

Buy Fair value of the stock is >10% from the current market price

Hold Fair value of the stock is between +10% and -10% from the current market price
Reduce Fair value of the stock is between -10% and -20% from the current market price
Sell Fair value of the stock is <-20% from the current market price

This material was produced by Global Investment House KSCC (‘Global’),a firm regulated by the Central
Bank of Kuwait. This document is not to be used or considered as an offer to sell or a solicitation of an offer
to buy any securities. Global may, from time to time,to the extent permitted by law, participate or invest in
other financing transactions with the issuers of the securities (‘securities’), perform services for or solicit
business from such issuer, and/or have a position or effect transactions in the securities or options thereof.
Global may, to the extent permitted by applicable Kuwaiti law or other applicable laws or regulations, effect
transactions in the securities before this material is published to recipients.

Information and opinions contained herein have been compiled or arrived by Global from sources believed
to be reliable, but Global has not independently verified the contents of this document. 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 document.
Global accepts no liability for any loss arising from the use of this document or its contents or otherwise
arising in connection therewith. This document is not to be relied upon or used in substitution for the exercise
of independent judgement. Global shall have no responsibility or liability whatsoever in respect of any
inaccuracy in or ommission from this or any other document prepared by Global for, or sent by Global to
any person and any such person shall be responsible for conducting his own investigation and analysis of the
information contained or referred to in this document and of evaluating the merits and risks involved in the
securities forming the subject matter of this or other such document.

Opinions and estimates constitute our judgment and are subject to change without prior notice.Past
performance is not indicative of future results. This document does not constitute an offer or invitation to
subscribe for or purchase any securities, and neither this document nor anything contained herein shall form
the basis of any contract or commitment whatsoever. It is being furnished to you solely for your information
and may not be reproduced or redistributed to any other person.

Neither this report nor any copy hereof may be distributed in any jurisdiction outside Kuwait where its
distribution may be restricted by law. Persons who receive this report should make themselves aware of and
adhere to any such restrictions. By accepting this report you agree to be bound by the foregoing limitations.
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