. . .
|

== -
RAL 9. -
‘ T
" l .
il -
N i ! | ]
'\ ' .
: v = H1+
: i ~ 41
PR " P
*

n'wa

I

L]






)X( QNB GCC Energy Related Sector: Leveraged to Gas

Financial Services

Highlights

Qatar is a global gas powerhouse. Endowed with the third largest reserves
of natural gas (894 trillion cubic feet) globally after Russia and Iran, Qatar is
the fastest growing economy in the world with its real GDP growing by a
CAGR of 15.7% from 2006-2010. QNB Capital estimates that growth will
continue at a rapid pace in 2011 and 2012 at 21.0% and 10.2%, respectively.
Gaining exposure to Qatar’s growth story. Upstream natural gas activities
remain largely under state control through Qatar Petroleum (QP). However,
we believe that our three Qatari stock picks allow investors to indirectly benefit
from the growth associated with Qatar’s gas industry and participate in its
economic growth.

Initiating coverage on Industries Qatar (IQCD) with an Outperform rating;
IQCD is our top pick. Our target price of QAR171.2 implies an upside of
28%. IQCD has emerged as a key player in Qatar’s strategy of diversifying
into industries that leverage its competitive advantages of inexpensive gas
feedstock and cheap energy inputs. The company has been able to use
Qatar's gas wealth for generating high margins in its petrochemical and
fertilizer businesses coupled with sustained organic growth. IQCD remains a
global low-cost player allowing it to enjoy full capacity utilizations even in
economic down-cycles. The company’s steel business, which primarily caters
to the infrastructure and construction needs of Qatar and the MENA region,
remains profitable and continues to grow despite the recent postponement of
phase 2 and 3 expansions.

We are bullish on Qatar Electricity and Water (QEWS) in the utilities
space and initiate coverage with an Outperform rating. Our target price of
QAR176.2 implies an upside of 25%. QEWS, practically Qatar's sole power
and water producer, is a direct beneficiary of the state’s robust real GDP
growth and the resultant uptick in demand for power and water. The company
offers clear revenue and cash flow visibility due to its long-term off-take/take-
or-pay contracts with Kahramaa (buyer) and QP (gas supplier). Moreover, fuel
costs are passed through to Kahramaa. We believe that QEWS’ recent moves
to expand beyond Qatar could act as a growth catalyst.

Deeply linked to Qatar’s LNG story, we are optimistic on QGTS (Nakilat)
and initiate with an Accumulate rating. Our target price of QAR20.5 implies
an upside of 17%. QGTS is Qatar's dominant LNG carrier. The company
enjoys a stable revenue stream due to exclusive 25-year fixed (price and
guantity) charter contracts with the state-controlled LNG producers, Qatargas
and RasGas. While growth is limited given the ongoing North Field
moratorium, upside from the company’s shipyard business and potential LPG
fleet expansion could provide momentum.

Expanding our coverage beyond Qatar, we also initiate coverage on
Renaissance Services (RNSS) in Oman with an Accumulate rating. Our
target price of OMRO0.67 implies an upside of 18%. With offshore exploration
and production heralded as the next growth area for oil and gas, RNSS is well
positioned given its status as a leading global offshore support vessel
operator. The stock has come under pressure in 2011 as RNSS has suffered
from one-time losses, fraud issues and a lack of major profitable contract wins
in its engineering segment. We are optimistic that these are only near-term
challenges and that RNSS will offer growth in the long-term.
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Summary of Recommendations

Industries Qatar — Outperform — TP QAR171.2

IQCD, Qatar’s largest conglomerate by market capitalization, offers investors an indirect exposure to
Qatar’s gas potential through its diverse operations in petrochemicals, fertilizers and steel that use low-cost
gas as their key feedstock. The company procures gas at ~USD2 per million British thermal units (mmbtu)
from Qatar Petroleum (parent company) as compared to global prices ranging between ~USD3-15/mmbtu.
This translates into significant cost savings and enhanced profitability versus its global peers. We project
overall revenue to grow at a CAGR of 20.4% over 2010-2013 driven by attractive price realizations in 2011
and capacity additions going forward. FCF (to the firm) yield (including projects under development), which
was 1.2% in 2010, is expected to jump from 2012 onward and reach 15.2% by 2016. We believe this sets up
IQCD well to tap future growth ventures and/or boost dividends. Growth is being driven by the fertilizer
segment. The company recently inaugurated its USD3.2bn QAFCO-5 project. With QAFCO-6 expected to
come on line in Q3 2012, we expect total gross fertilizer capacity to grow 85% from 4.9mtpa in 2010 to
9.1mtpa in 2012. The petrochemical segment will see the launch of its LDPE-3 plant next year. Moreover, we
expect the steel segment to be a key beneficiary of the expected growth in infrastructure/construction
spending in the region, especially in Qatar, which accounted for 45% of volumes YTD. Main risks to our thesis
include a global economic downturn which could impact the company’s cyclical businesses, delays in capacity
additions and lower-than-estimated price realizations.

Qatar Electricity and Water — Outperform — TP QAR176.2

QEWS, practically Qatar’s sole power and water producer, is a direct beneficiary of the state’s robust
real GDP growth and the resultant uptick in demand for power and water. Essentially an Independent
Water and Power Producer (IWPP), QEWS procures natural gas (primary feedstock) from Qatar Petroleum
(supplier; 100% government-owned) through long-term take-or-pay contracts and sells power and water to
Kahramaa (buyer; 100%) under long-term off-take power and water purchase agreements. Moreover, fuel
costs are passed through to Kahramaa. These agreements result in stable operating margins and any
expansion should lead to growing revenue and bottom-line. We project EPS to grow at a CAGR of 5.2%
(2011-2013) after growing by 18.7% in 2011 in our base-case model, which assumes no further expansion in
Qatar or elsewhere beyond the already announced Sur power project in Oman. We believe that the
company’s free cash flows (to the firm) are at an inflection point and predict a FCF yield of ~17% (~QAR23 a
share) over 2011 to 2013 with capex requirements down significantly after 2010. In our view, this strong FCF
trajectory should allow QEWS to pursue expansion opportunities and/or boost dividends. Expansions outside
of QEWS’ comfort zone in Qatar, while creating opportunities also create risks but we remain optimistic.

Qatar Gas Transport — Accumulate — TP QAR20.5

QGTS or Nakilat is Qatar’'s dominant LNG carrier. With ~77mtpa in production capacity, Qatar is the top
global LNG player. Nakilat is the world’s largest LNG ship owner (~16% market share) and forms a crucial link
between Qatar’'s gas production and its monetization in the form of LNG exports. The company enjoys a
stable revenue stream due to exclusive 25-year fixed (price and quantity) charter contracts with the state-
controlled LNG producers, Qatargas and RasGas. These agreements result in stable revenue but flattish
absolute EBITDA, irrespective of fleet utilization. The company is not exposed to spot rate volatility for its
wholly-owned vessels which could be a double-edged sword. After experiencing a 27% increase in 2011 due
to capacity expansion, EPS should improve at a CAGR of 6.4% (2011-2016) largely on the back of declining
financial charges. Given the North Field moratorium, we assume no further expansion in QGTS’ fleet. We
expect QGTS to generate an average FCF (to the firm) yield of 25% (~QAR2.4bn) over 2011 to 2016 allowing
the company to comfortably repay its huge debt load of QAR25.1bn (as of Q3 2011) taken for its fleet
expansion program. Upside from the shipyard business and potential LPG fleet expansion could provide
momentum while lower-than-estimated price realizations through the JV businesses and unexpected and
prolonged fleet downtimes could add risk.
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Renaissance Services — Accumulate — TP OMRO0.67

From its roots as a domestic contract services operator, RNSS has transformed itself to become a
leading global offshore support vessel operator. The company’s marine segment is the most profitable
(EBITDA margin of ~52% in 2010 versus ~29% overall) and commands a significant presence in the
hydrocarbon-rich Caspian region. RNSS’ contract services segment is secure as it caters to many Omani
government institutions and has long-term contracts with the Petroleum Development of Oman for permanent
accommodation facilities. However, the company has been suffering in 2011 due to a rash of bad news in its
engineering segment given a lack of major profitable contracts and one-time losses. Management is taking
steps to restructure the segment. However, given the underperformance thus far in 2011, we predict operating
losses in the engineering segment in 2011-2012, with breakeven only in 2013. We believe that continued
traction in the marine segment, signs of a turnaround in engineering and potential financing announcements
could act as key catalysts. We are modeling revenue and EBITDA from the marine segment to grow at
CAGRs of 9.1% and 8.8%, respectively, over 2010-2016. However, delays in fleet addition plans and further
hiccups in the engineering segment remain as risks.
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Recommendation =~ OUTPERFORM Risk Rating R-3 Key Data:

Share Price QAR133.4 Target Price QAR171.2 Bloomberg ticker IQCD QD
Implied Upside 28% ADR/GDR ticker NA
Qatar’s Industrial Behemoth Reuters ticker IQCD.QA
] _ ISIN QAO000AOKD6K3

Exposure to the Qatar gas story; high-margins on the back of low feedstock costs; i
Sector Industrials

diverse product mix; cash rich with low leverage; significant fertilizer growth a key

catalyst and attractive valuation. 52wk high/52wk low (QAR) 154.5/116.0
Highlights 3-m average volume (‘000) 278.3
e Access to Qatar’s gas story. IQCD, Qatar’s largest conglomerate by market Mkt. cap. (USD bn/QAR bn) 20.1/73.4
capitalization, offers investors an indirect exposure to Qatar's gas potential shares outstanding (mn) 550
through its diverse operations in petrochemicals, fertilizers and steel that use FOL* (%) 7.5
low-cost gas as their key feedstock. FOL Limit* (mn) 41
e Low input costs — a key differentiator. IQCD procures gas at ~USD2/mmbtu 1-year total return (%) 3.9
from Qatar Petroleum (parent company) as compared to global prices ranging Fiscal year end Dec 31

Source: Bloomberg (as of December 15, 2011), *Qatar

between ~USD3-15/mmbtu. This translates into significant cost savings and Exchange

enhanced profitability versus its global peers.

o Diversification is a risk mitigant. IQCD’s revenue distribution is a mix across
different geographies and products. This reflects a sound strategy mitigating
any unforeseen risks, which could affect a particular market or a product.

e Significant revenue and cash flow growth. We project overall revenue to
grow at a CAGR of 20.4% over 2010-2013 driven by attractive price 140 -
realizations in 2011 and capacity additions going forward. FCF (to the firm) 130 7
yield (including projects under development), which was 1.2% in 2010, is ig
expected to jump from 2012 onward and reach 15.2% by 2016. We believe

100 +
this sets up IQCD well, to tap future growth ventures and/or boost dividends. 90
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Relative Price Performance vs. Peers

Catalysts

e Significant fertilizer expansion. IQCD recently inaugurated its USD3.2bn
QAFCO-5 project. With QAFCO-6 expected to come on line in Q3 2012, we
expect total gross fertilizer capacity to grow 85% from 4.9mtpa in 2010 to
9.1mtpa in 2012. Despite our somewhat cautious outlook on urea and
ammonia prices next year, capacity additions should drive fertilizer revenue
and EBITDA by CAGRs of 35.6% and 38.8%, respectively, over 2010-2013.
We expect revenue to grow by 61% in 2011 driven by a significant increase in
urea and ammonia price realizations.

o Steel segment could benefit from Qatar’s infrastructure growth. We view
the postponement of the ambitious capacity expansion (phase 2 and 3) in the
lower-margin steel segment as a positive. However, we expect steel to be a 110
key beneficiary of the expected growth in infrastructure/construction spending
in the region, especially in Qatar, which accounted for 45% of volumes YTD.
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Source: Bloomberg; Note: SABIC is Saudi Basic
Industries Corp. and SIIG is Saudi Industrial Investment
group
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e Recommendation and valuation. We rate IQCD an Outperform with a price 80

T T T 1
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target of QAR171.2. Currently, the stock is trading at a discount to its
petrochemical and fertilizer peers which we believe is unwarranted considering
IQCD’s growth prospects and strong balance sheet.

Risks: 1) Cyclical businesses remain suspect to a global downturn; 2) Delays
in capacity additions and 3) Lower-than-estimated price realizations.

Key Financial Data and Estimates

—Industries Qatar ——QE Index
Source: Bloomberg; Note: QE Index is Qatar Exchange
Index and QE Industrial is Qatar Exchange Industrial
Index

—QE Industrial Index

Broker Recommendations

QAR mn FY2009 FY2010 FY201le FY2012e FY2013e
Revenue 9,857 12,331 16,870 18,457 21,500 Buy 12
Net Profit 4,959 5,575 8,299 8,975 10,224 Hold 0
EPS (QAR) 9.02 10.14 15.09 16.32 18.59 Sell 0
PE (x) 14.8 13.2 8.8 8.2 7.2

. . Source: Bloomberg
Dividend Yield % 3.7 4.1 5.7 6.1 7.0

Source: Company Data, QNBFS Estimates
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Executive Summary

Access to Qatar’s Gas Story

IQCD, Qatar’s largest conglomerate by market capitalization, offers investors an indirect exposure
to Qatar’s gas potential. With the third-largest reserves of gas (894 trillion cubic feet) globally after
Russia and Iran, Qatar remains a global gas powerhouse. However, upstream natural gas activities
remain largely under state control through Qatar Petroleum (QP). IQCD allows investors to indirectly
benefit from the growth associated with Qatar’s gas industry. The company utilizes cheap gas obtained
from parent QP through long-term contracts for its diverse operations in petrochemicals, fertilizers and
steel that use gas as their key feedstock. IQCD has emerged as a key player in Qatar's strategy of
diversifying into industries that leverage its competitive advantages of inexpensive hydrocarbon feedstock
and cheap energy inputs.

Low Input Costs is the Key Differentiator

IQCD procures gas at a significant discount from QP ... IQCD procures ethane gas at less than USD2
per million British thermal units (mmbtu) from QP against global prices ranging between USD3-15/mmbtu.
In 2010, IQCD’s weighted average natural gas cost was USD1.91/mmbtu (petrochemical: USD1.75,
fertilizer: USD2.35 and steel: USDO0.98). Looking forward, IQCD expects QP to continue providing
feedstock at an average of ~USD2/mmbtu over the next four years. IQCD’s gas cost continues to be
determined on a plant/product basis and includes a fixed base cost, an annual inflation adjustment and an
escalator, primarily linked to end-product prices. Besides gas, IQCD purchases butane as a feedstock for
methyl tertiary-butyl ether (MTBE) and linear low-density polyethylene (LLDPE), at market prices. For the
steel segment, IQCD sources iron ore from four suppliers.

... As aresult, profitability should remain strong ... In 2010, the company posted an EBITDA margin of
~47% (petrochemical and fertilizer segments both posted around 60%). We expect the group’s EBITDA
margins to expand to roughly 52% by 2013 due to the capacity ramp-up in its higher-margin segments
offset by lower price realizations in 2012. Over 2010 to 2013, we are modeling group EBITDA to grow at a
compound annual growth rate (CAGR) of 24.3%.

... And the company should be able to continue operating at full utilization levels. Softening of
product prices (as we expect next year) should directly impact high-cost marginal producers. Despite a fall
in profitability, the company remains assured of operating its plants at full-utilization levels. This was most
recently seen in 2009, when despite significant 20%-47% declines in petrochemical and fertilizer prices,
IQCD operated at 100% or better utilization levels across these product lines.

Diversification is a Risk Mitigant

IQCD enjoys a well-diversified revenue stream. IQCD’s revenue distribution is well-diversified across
geographies and products. The company markets a majority of its higher-margin petrochemical and
fertilizer products to the rapidly growing emerging markets of Asia. The petrochemical segment derived
61% and 26% of its sales volume from Asia and the Middle East and North Africa (MENA) region,
respectively, in the nine months ended September 2011; we note that Asia has increased its contribution
from 45% in 2008. The fertilizer segment derived 50%, 45% and 5% of its sales volume from Asia, rest of
the world (excluding MENA) and MENA, respectively, YTD. The company continued to be a major player
in the domestic steel market, with Qatar making up 45% of its YTD steel volumes while the MENA region
contributed 49%.

Revenue contributions of the petrochemicals, fertilizer and steel segments are expected to be
32.2%, 33.8% and 34.0% respectively, by 2013 as against a revenue mix of 38.1%, 23.6% and 38.3%,
respectively, in 2010. A diverse mix of products and markets, which contribute to the company’s results,
reflects a sound corporate strategy to mitigate any unforeseen risks.
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Significant Growth and Strong Financial Position

We project overall revenue to grow at a CAGR of 20.4% over 2010-2013, driven by attractive price
realizations in 2011 and capacity additions going forward. Free cash flow to the firm (FCF) yield (including
projects under development), which was 1.2% in 2010, is expected to jump from 2012 onward and reach
15.2% by 2016. We think this sets up IQCD well to tap future growth ventures and/or boost dividends. We
believe the company could increase its dividend payouts, (payout was ~55% for the last two financial
years) as IQCD generates significant cash from operations going forward. The company continues to
maintain a healthy balance sheet. IQCD had QARG6.4bn in cash as of Q3 2011, while its net-debt-to-equity
ratio stood at 0.03x. The company also recently secured an Aa3 credit rating with a Stable outlook from
Moody’s, which speaks to its financial strength.

Q3 2011 Results

IQCD reported total revenue of QAR4.4bn for Q3 2011, an increase of 40.6% YoY, helped by higher
selling prices across the board. Utilization rates remained high, coming in at 104% on an YTD basis for
the group. Sequentially, revenue grew by 5.1% mainly due to increases in price realizations. While urea
and ammonia price realizations remained strong on a quarterly basis, IQCD reported declines in
petrochemical prices except for Methanol (which is part of its fuel additives segment). Surprisingly, urea
sales volumes fell around 22% QoQ due to sale timing differences, which should be resolved in the fourth
quarter. EBITDA increased by 46.1% YoY to QAR2.3bn (EBITDA margin 51.6%) versus QARL1.5bn
(49.6% margin) in the corresponding quarter of 2010 mainly due to healthy top-line growth. Improved
performance at the operating level led to an improvement of 45.6% YoY in net income to QAR2.1bn.

Catalysts

Significant Fertilizer Expansion

With a major capacity expansion expected over 2012, fertilizer growth should act as a short-term
stock catalyst. IQCD recently inaugurated its USD3.2bn QAFCO-5 project. With QAFCO-6 expected to
come on line in Q3 2012, we expect total gross fertilizer capacity to grow 85% from 4.9mn tons per annum
(mtpa) in 2010 to 9.1mtpa in 2012. QAFCO-5 will add 1.5mtpa of ammonia and 1.3mtpa of urea capacity,
while QAFCO-6 will contribute another 1.3mtpa of urea capacity next year. Despite our somewhat
cautious outlook on urea and ammonia prices next year, capacity additions should drive fertilizer revenue
and EBITDA by CAGRs of 35.6% and 38.8%, respectively, over 2010-2013. We expect revenue to grow
by 61% in 2011, driven by a significant increase in urea and ammonia price realizations.

Steel is a Play on Qatar’s Infrastructure Growth Story

Significant expansion plans were recently put on hold. IQCD, through its wholly-owned subsidiary
QSC, is the dominant steel producer in Qatar controlling almost all of the market. The company
announced last year that it would embark on an ambitious expansion program in steel, almost doubling its
capacity from 6.1mtpa to around 11.7mtpa by 2015. These phase 2 and 3 expansion plans were however
put on hold in August after consultations with QP given the lack of natural gas allocations. IQCD
management has stated that they would reassess these projects once the necessary natural gas
allocations have been secured, which could happen if the moratorium on the North Field is lifted by year-
end 2015. Currently, we have not considered any impact from these expansions in our model. Since IQCD
imports iron ore, this segment has the lowest margins among the group and we tend to view this
postponement as a positive. Apart from these projects, QSC plans to spend ~QAR1.3bn for its new
electric furnace replacement (EF1-R), Dubai rolling mill and other small projects. These projects are
expected to add capacity of around 1mtpa in re-bars in Q1 2013 as per company forecasts and has been
included in our model.
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However, we continue to believe that the steel segment could benefit from Qatar’s infrastructure
growth. Steel remains leveraged to the infrastructure/construction spending in the region, especially in
Qatar, which represented 45% of steel volumes YTD. According to the National Development Strategy
(NDS) for 2011-2016, Qatar is planning around USD65bn in infrastructure spending over 2011-2016. This
is in the run up to Qatar hosting the 2022 FIFA World Cup and is based on the model of sustainable
development envisaged in the Qatar National Vision for 2030. The NDS also recommends additional
infrastructure investments beyond those already planned, costing between USD8.5-12.5bn. Furthermore,
~QAR100bn (USD27bn) in investments by Barwa and Qatari Diar for residential and business
construction projects are also expected over the same period. We believe that these domestic spending
initiatives will benefit IQCD’s steel business going forward. QSC also has exposure to Saudi Arabia and
the UAE and is well poised to tap the growth in those countries (especially Saudi Arabia as the UAE
construction market remains tepid).

Valuation

Our target price of QAR171.2 per share implies an upside of 28% on the stock. We have arrived at
the fair value of IQCD using a blend of discounted cash flow (DCF), sum-of-the-parts (SOTP) EV/EBITDA
multiple and SOTP P/E multiple methodologies. We have assigned more weight to the DCF method given
the fact that it fully reflects IQCD’s capacity addition plans and the company’s long-term cash generating
potential.

Valuation Summary

Valuation Summary Value (QAR) Weights Fair Value (QAR)

DCF 174.9 60% 105.0
SOTP (EV/EBITDA multiple) 160.7 20% 32.1
SOTP (P/E multiple) 170.8 20% 34.2
Target Price 171.2
Potential Upside/Downside 28%

Source: Bloomberg, QNBFS Estimates

Our DCF valuation reveals a fair value of QAR174.9 per share. We account for the company’s fertilizer
expansion program (QAFCO-5 and QAFCO-6) over 2012-2013 and factor in the impact from the ~1mtpa
steel plant in Q2 2013. In terms of petrochemicals, we factor in the start-up of the LDPE-3 plant in Q3
2012. We generally factor in some additional lag time versus management guidance of capacity increases
in order to be conservative. We explicitly model cash flows until 2016 and use a terminal growth rate of

2%.

DCF Valuation
Particulars Fair Value of Equity (QAR mn) Fair Value per Share (QAR)
Cumulative PV of FCFF 34,229
PV of Terminal Value 60,552
PV of Cash Flows 94,781 172.3
Add:
Cash Balances (Q3 2011) 6,439 11.7
Investments (Q3 2011) 2,537 4.6
Less:
Debt balances (Q3 2011) 7,141 13.0
Minority interest (Q3 2011) 406 0.74
Fair Value of Equity 96,210 174.9

Source: QNBFS Estimates
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Our WACC assumptions remain fairly conservative. For weighted average cost of capital (WACC)
calculations, we have assigned a weight of 90% to equity and 10% to debt based on our expectation of
the company’s long-term capital structure (IQCD’s current market capitalization is around 91% of its total
debt and market capitalization). We also use an emerging market risk premium of 8% and a beta of 1.14,
which has obtained from Bloomberg. This results in a WACC of almost 12.5%.

WACC Analysis

WACC Calculations

Risk free rate (Estimated yield for 10-year government bonds) (%) 4.5
Risk premium (%) 8.0
Beta 11
Cost of Equity (%) 13.6
Cost of Debt (%) 2.0
Tax rate (%) 0.0
WACC (%) 125

Source: Bloomberg, QNBFS Estimates

Sensitivity Analysis

We have performed a sensitivity analysis on WACC and terminal growth rate to our DCF valuation
model. As per the sensitivity analysis table, we can see that a reduction in WACC by 100bps would
increase the fair value by 10.8% while a 25bps increase in terminal growth rate would increase the fair
value by 1.7%. The results of our sensitivity analysis are depicted below:

Sensitivity Analysis
erminal Growth Rate
WACC 1.50% 1.75% 2.00% 2.50% 2.75%

10.5%
11.5%
12.5%
13.5%

14.5%
Source: QNBFS Estimates

Relative Valuation

IQCD remains attractive versus its peers. We have valued IQCD’s business segments on an individual
basis, applying the third-quartile 2012 EV/EBITDA multiple of comparable regional and global players in
each segment. We have chosen to use the third-quartile multiple given IQCD’s better risk/return profile
and generally superior profitability relative to its peers. We also believe that using the third-quartile
multiple adjusts for the fact that the company’s 2012 results will not fully reflect contributions from all
capacity additions. Additionally, we have also valued IQCD using the third-quartile P/E multiple of
comparable players for each business line. Our SOTP EV/EBITDA and P/E relative valuation techniques
lead to the following conclusions:

SOTP EV/EBITDA Analysis

Particulars EBITDA EV/EBITDA Equity Value  Value per Share
(QAR mn) Multiple (QAR mn) (QAR)
Petrochemicals 3,915 9.6 37,545 68.3
Fertilizers 4,304 9.0 38,796 70.5
Steel 1,720 6.2 10,607 19.3
Total 86,947 158.1
Add:
Cash balances (Q3 2011) 6,439 11.7
Investments (Q3 2011) 2,537 4.6
Less:
Debt balances (Q3 2011) (7,141) (13.0)
Minority interest (Q3 2011) (406) 0.7)
Total equity value 88,376 160.7

Source: QNBFS Estimates
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SOTP P/E Analysis

Earnings before

Equity Value Value per Share

Particulars Minority Multiple (QAR mn) (QAR)
Petrochemicals 3,270 9.6 31,455 57.2
Fertilizers 3,579 11.3 40,445 73.5
Steel 2,131 10.5 22,436 40.8
Less: Minority (406) (0.7)
Total equity value 93,931 170.8

Source: QNBFS Estimates

EV/EBITDA Multiples (x)

Industries Qatar* 18.7 12.9
—————
Yanbu National Petrochemicals 13.0
Saudi Kayan Petrochemical Co N/A N/A N/M 44.8 11.1
Saudi Basic Industries Corp 7.2 15.3 8.1 6.2 6.1
Rabigh Refining & Petrochemical N/A 29.1 23.9 13.6 9.6
Saudl International Petrochemical 31.6 10.8
—————
Potash Corp of Saskatchewan 25.7 13.0
Arab Potash Co 9.1 15.3 14.1 9.3 8.4
SAFCO 9.2 19.9 15.8 10.8 10.9
Agrium Inc 14.5
—————
ArcelorMittal 10.1
ThyssenKrupp AG 2.6 19.9 4.2 3.7 3.8
Nucor Corp 4.0 63.8 14.7 7.3 6.1
United States Steel Corp 2.2 N/A 13.8 7.1 4.9
JFE Holdings Inc” 4.4 7.3 5.5 7.4 6.5
POSCO 6.0 9.0 6.8 6.8 6.2
Steel Authority of India Ltd* 3.9 35 4.1 5.3 4.0
JSW Steel Ltd” 8.7 6.9 6.5 5.8 4.5

Source: Bloomberg, *QNBFS Estimates; Note: # Year end is not December

P/E Multiples (x)

Industries Qatar* 10.1 14.8 13.2
—————
Yanbu National Petrochemicals 14.6
Saudi Kayan Petrochemical Co N/M N/A N/A N/M 11.6
Saudi Basic Industries Corp 10.5 38.9 134 9.2 9.3
Rabigh Refining & Petrochemical N/A 25.3 52.8 18.9 8 6
Saudl International Petrochemical 11.0 95.7 16.6 10.8
—————
Potash Corp of Saskatchewan 11.0 40.8 19.7 10.8
Arab Potash Co 13.3 21.4 20.1 13.2 11.2
SAFCO 10.4 22.4 15.8 11.4 11.5
Agrium Inc 26.4 13.4
—————
ArcelorMittal
ThyssenKrupp AG 4.0 N/A 11.1 9.5 10.5
Nucor Corp 6.7 N/A N/M 16.5 12.5
United States Steel Corp 15 N/A N/A N/M 10.6
JFE Holdings Inc* 5.9 25.4 9.9 96.9 104
POSCO 6.7 8.3 7.2 8.6 7.1
Steel Authority of India Ltd* 5.7 4.8 5.8 7.3 6.6
JSW Steel Ltd" 12.1 7.6 8.5 10.1 6.2

Source: Bloomberg, *QNBFS Estimates; Note: # Year end is not December
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Risks to Our Target Price

Cyclical businesses remain suspect to a global downturn. IQCD’s business segments are largely
cyclical in nature. The petrochemical segment remains especially sensitive to global economic growth
forecasts and oil prices. A further escalation in the European crises and slowdown in the US could
have ripple effects across the globe and crimp demand and prices for IQCD’s key petrochemical and
fertilizer products. This could, in turn, affect the company’s profitability although utilization levels
should remain robust given IQCD’s feedstock cost advantage.

Delays in capacity additions. IQCD has had a less than stellar track record in on-time capacity
additions. The company’s QAFCO-5 project has been delayed by around six months. Additionally, the
new 0.3mtpa LDPE plant in Mesaieed is about nine months behind schedule. Further delays in
completion of projects could negatively affect our fair value and estimates.

Lower-than-estimated price realizations. Given the weakness seen generally across the board in
product prices in the fourth quarter, we have chosen to be conservative and forecasted lower price
realizations by around 12% YoY for the company’s major petrochemical and fertilizer products. Any
further downside to our forecasted prices could hurt the company’s results.

12
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Petrochemicals

Asian Demand to be the Key For Petrochemical Producers ...

Petrochemical demand and supply dynamics are favorable for Middle East producers. We look at
the petrochemical demand and supply dynamics using the market dynamics of ethylene (generic
petrochemical that is used for derivatives such as polyethylene, ethylene dichloride, ethylene oxide, etc.).
High volumes and diverse usages of ethylene make it a proxy for the performance of the petrochemical
complex, in our view. According to various industry sources, emerging markets, especially China and
India, are expected to drive ethylene consumption growth over the medium term. On the supply side,
according to ICIS, China and the Middle East will account for more than 80% of the incremental global
ethylene production over the next five years.

Ethylene Derivatives

Derivatives End Product Uses

Polyethylene Plastic sheets & films, bags & containers, geomembranes
Ethylene Dichloride PVC products

Ethylene Oxide Consumer products, antifreeze, solvents, detergents,
Ethylbenzene Polystyrene packaging, paints

Alpha Olefins Polymers, lubricants, detergents

Vinyl Acetate Adhesives, coatings, textiles, packaging

Source: CMAI, Industry reports

e While Chinese capacity is increasing, it will be insufficient to meet local demand in the
medium-term. China’s consumption of ethylene was around 24.3mtpa in 2010 and it was a net
importer. According to Sinopec and Chemical Market Associates (CMAI), Chinese ethylene capacity
is expected to grow at a 7.7% CAGR over 2010-2015 to 21.3mtpa from 14.6mtpa. Apart from
expansions by companies such as PetroChina, Sinopec, Sinochem and CNOOC, local governments
are also racing to build new ethylene plants. As China builds up its capacities for ethylene, imports
are expected to decline. Assuming 100% operating rates of the plants and a demand growth CAGR of
4.5%, ethylene consumption is expected to be around 30mtpa by 2015, indicating a net shortfall of
9mtpa.

e Chinese capacity build-up to mainly affect Asian producers. Expanding on the above point, the
Chinese move towards self-sufficiency will impact neighboring Asian producers such as Japan, South
Korea and Taiwan who use naphtha-based production as compared to low-cost ethane-based Middle
East producers. Already, Japanese companies have been cutting production levels, shifting to high-
performance grades and forming alliances while South Korean crackers are expected to see reduced
utilization rates in the fourth quarter of 2011.

e India is a potential market for export. A similar growth story is waiting to happen in India, which
currently has a very low consumption of polyethylene (PE) as compared to the developed world.
Demand from India is also expected to accelerate over the next five years, thanks to its large
population and urbanization leading to a growing middle class. Since India is starting off at a lower
base, it will remain a growth market in the long-term and with supply constraints, would be a potential
market for Middle East producers.

e The US shale gas advantage will take time to develop. Although the US could be seen as a
potential exporter of ethylene in the medium-to-long-term on the back of significant shale gas
deposits, new facilities for petrochemicals would take several years to come into operation. Shale
gas, however, is not without its issues with environmental concerns being at the top of that list. A
significant amount of shale gas reserves are located in populated areas in North America and Europe
and there are concerns about the contamination of water supplies caused by the extraction of these
reserves.
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... And Middle East Players Remain Well Positioned to Gain ...

The above situation clearly gives an upper hand to Middle East producers. Middle East producers
will stand to benefit from this environment and operate at higher rates compared to others on the back of
unique advantages such as: 1) low feedstock cost (cheap ethane versus naphtha at market rates); 2)
support from the government (ethane allocation, low power costs, exemption from import duty on
machinery, no or low taxes, etc.) and 3) geographical proximity to Asian markets providing a logistics
advantage over Western producers. The growing influence of the Middle East can be seen in the example
of growing PE exports to China from this region. Currently, PE consumption accounts for around 60% of
ethylene demand globally and is expected to remain a key driver of ethylene demand in the future. In
2009, China’s consumption of PE was around 45% more than the US signifying its importance to the PE
market. Sensing a market opportunity, Middle East producers have been quick to respond — between
2009 and 2011 (January-August), Middle East PE exports to China surged by 60% to around 2mn tons
while the geographically closer North-East Asian exports declined by 34% YoY to around 1mn tons,
according to Global Trade Information Services. PE Exports to China from the North American Free Trade
Agreement region, which includes the US and Canada, fell by 47% over the same period to around 0.4mn
tons.

China Ethylene Supply-Demand Forecasts Ethylene Cash Cost Comparison — February 2011
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... However, an Uncertain Global Environment Remains a Risk

Global macroeconomic environment may crimp demand. Despite strong fundamentals (solid revenue
growth and high margins) of petrochemical companies in the Middle East (including IQCD), we believe an
escalation of the European debt crisis and a slowdown in the US economy could affect the performance of
these companies. Further, China and India, which have driven growth for petrochemical products, on the
back of solid economic growth in the past few years, are facing prospects of a slowdown. China’s Q3 2011
GDP growth number, at 9.1%, was the slowest in the past two years. In the first week of December 2011,
India’s leading credit rating agency, CRISIL, scaled down India’s GDP growth rate for fiscal 2012 to 7.0%
from earlier forecasts of 7.6%, citing the global slowdown and a weak investment climate in the country.

A slowdown in the Asian economies coupled with a global recession could lead to a fall in demand
for petrochemicals, which is closely correlated to GDP growth. This would have an impact on the
earnings of petrochemical companies, including IQCD, which derives a majority of its revenue from Asia
(61% of petrochemical sales volumes YTD). While margins could be compressed, these producers should
still enjoy full utilizations given their feedstock cost advantage.
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Real GDP Growth Forecasts (%)

2009 2010 2011E 2012 2013e 2014e 2015¢
9.2 9.0 8.2 8.3 8.1 8.1

China 10.4

MENA 15 4.2 3.1 4.0 4.5 4.9 4.7
Japan -6.3 4.0 -0.3 2.3 1.3 1.3 1.3
us -3.5 3.0 1.6 1.3 1.9 2.2 2.4
Euro Area -4.2 1.7 1.6 -0.3 1.1 15 1.6
World -2.5 3.9 25 2.1 2.8 2.9 3.1

Source: The Economist Intelligence Unit, October 2011; Note: Market exchange rates

Oil Sets the Trend for Petrochemical Prices and We Expect Oil Prices to Decline in 2012

While petrochemical prices track oil, middle east producers still retain an advantage given their
low-cost structure. As mentioned previously, a majority of petrochemical producers use costlier naphtha
as feedstock. Production via naphtha accounts for around 50% of the ethylene produced globally. A high
correlation of naphtha price with the Brent crude price (98.0% since the beginning of 2009), results in
ethylene price to have a 90.9% correlation with Brent.

Naphtha Has High Correlation with Brent As a Result, Ethylene Follows Brent
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Source: Bloomberg; Note: Prices rebased to 100 Source: Bloomberg; Note: Prices rebased to 100

While oil prices have held up relatively well this year, we expect a decline in 2012 given the tepid
economic environment. Despite an uncertain environment, Brent prices have shown resilience and
continue to trade above USD100 per barrel since the beginning of February 2011. Oil prices continue to
factor in fears of potential supply disruptions and have held up despite prospects of an economic downturn
next year. While estimates of Libyan crude production to reach pre-uprising levels of 1.6mn barrels a day
only by 2014 are proving to be grossly incorrect, fears of disruptions from Iran and Syria have kept prices
buoyant. However, prices are clearly showing a downward trend as economic concerns come into play.
Moreover, the Organization of the Petroleum Exporting Countries (OPEC) members in their meeting on 14
December 2011 agreed to increase OPEC’s production ceiling to 30mn barrels a day (b/d) from their last
ceiling of 24.52mn b/d set three years back. Demand forecasts for crude in 2011 and 2012 have been
revised downward by agencies such as OPEC and the International Energy Agency (IEA) in December
due to slowing oil demand in the developed as well as the BRIC nations. QNB Capital expects the Brent
oil price to average around USD108 per barrel in 2011, followed by fall of around 9% YoY in 2012 due to
the European debt crisis and a weak US economy. Post 2012, we expect Brent prices to recover.
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Brent Price is Showing a Declining Trend Ethylene has Declined More than Brent YTD
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Consequently, we think prices of petrochemical products will track the Brent price decline in 2012.
However, to be conservative we have assumed around 12% YoY declines in IQCD’s petrochemical price
realizations in 2012 followed by a 3% increase in 2013 (in line with our Brent price forecast increase). In
any event, we expect cost-advantaged producers, such as IQCD to enjoy full utilizations of their capacity.

Fertilizers

Demand for Nitrogen Fertilizers Should Remain Robust Long-Term

According to the IFA, global nitrogen fertilizer demand is estimated to reach 109.5mn tons of
nutrients in 2012/13. The financial crisis of 2008/09 had a major impact on global fertilizer demand, which
contracted by around 7.5% YoY. Fertilizer market conditions deteriorated sharply around Q4 2008 as the
economic and financial weakness led to a severe tightening of credit availability. However, nitrogen
fertilizer (primarily urea and ammonia) demand remained more resilient (down 2.3%) to the global
downturn given that this type of fertilizer needs to be applied annually to maintain yields. Nitrogen fertilizer
demand made up around 61% of the overall fertilizer demand over the last four years, followed by 23%
(phosphorous) and 16% (potassium). Looking ahead, the International Fertilizer Industry Association (IFA)
expects nitrogen fertilizer demand to increase by 3.1% in 2011/2012 followed by another 1.7% growth in
2012/2013.
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We continue to believe that over the long term, the demand for nitrogen fertilizers will remain in a
secular growth mode. This is due to the following reasons:

e With a growing population, demand for soft grains (food for direct or indirect consumption) is likely to
increase.

e Moreover, with growing affluence of the emerging world, demand for higher-quality, protein-rich food
such as meat, eggs, dairy and fish are also likely to grow. This in turn will create the need for grain
feed as the majority of soft grains are used as feedstock for beef, pork and poultry.

e Although demand for grain is on the rise, arable areas are shrinking and thus the need for fertilizers
becomes increasingly pertinent. It is estimated that the size of global agricultural land per capita has
fallen by 50% since the 1960s. Moreover, the availability of water also remains challenging across
regions in Asia. Thus, to achieve the demanded production levels, farmers need to either increase
yields of available arable land or create new arable plots, both of which require more fertilizers.

Demand Growth Declining but Remains Positive Fertilizer Demand to Increase in Absolute Terms
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Source: IFA Short-Term Fertilizer Outlook 2011-2012 Source: IFA Short-Term Fertilizer Outlook 2011-2012

Supply of Fertilizers is Expected to Increase Strongly

Over the next five years, global fertilizer capacity will increase significantly. Approximately 250
capacity-related projects are in the pipeline, along with a large number of expansion programs at existing
sites. The IFA estimates that about USD88bn will be invested by the fertilizer industry between 2010 and
2015.

Ammonia capacity is projected to grow by 19% over 2010 and reach 229.6mn tons in 2015. The IFA,
in its 2011 Global Capacity Survey, expects China to account for one-third of this incremental capacity.
However, we expect most of the capacity to be used for internal consumption. China imposes high export
tariffs (~110% during the peak season for fertilizer products) favoring domestic consumption versus
exports. Going forward, we believe that the growth in ammonia capacity will be driven by urea capacity
expansions; urea capacity accounted for 90% of growth in ammonia-based products over the last decade.
Furthermore, ammonia is usually consumed mainly in its home markets, where it is produced, except in
the MENA region.

Global urea capacity is projected to reach 224.5mn tons by 2015. This represents a CAGR of 5% over
2011-2015. The IFA estimates 58 new plants to come on line by 2015, of which 41 will be located outside
China. However, these are only estimates based on initial timelines as the track record of plants coming
on stream without delays is far from impressive. Hence, delays cannot be ruled out. In fact, QAFCO’s own
expansion projects, QAFCO-5 and QAFCO-6, have been delayed despite enjoying the advantage of
secured feedstock.

If everything goes according to estimates, the world urea markets will experience a relatively tight balance
in 2011, followed by a large increase in supply leading to a potential surplus in excess of 18mn tons in
2015. The IFA expects this surplus to increase from 2.3mn tons in 2011 to 6.9mn tons in 2012.
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Global Urea Demand Supply Forecasts Spot Urea Prices, FOB Middle East
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Strong Pricing Power in 2011 is Unlikely to Persist

Strong demand growth led to a relatively strong urea price for 2011. Low grain inventories and high
prices also helped farmers’ economics leading to a significant uptick in prices. However, given a weak
global economy and incremental supply, we are expecting a price correction in 2012. Already urea prices
have corrected significantly over the last four weeks as the kharif application season has ended in India.

Beyond 2012, prices are likely to remain subdued but we remain optimistic and are modeling in a modest
uptick. Our view is based on the following: 1) As mentioned previously, the track record of projects coming
on stream without delays is dubious and 2) Close to 30% of the new urea projects will come on line in
China, which continues to face tariff restrictions.

Middle East Producers Enjoy Cost Advantage

Middle Eastern producers such as QAFCO enjoy a significant cost advantage versus other
international players given their access to cheap feedstock. Hence, they tend to dominate the global
trade of ammonia and urea, despite the growing weight of China. In fact, QAFCO is almost doubling
capacity of nitrogen fertilizers from 4.9mtpa to 9.1mtpa by end of 2012 (primarily through the QAFCO-5
and QAFCO-6 projects). While we are predicting price softness in the fourth quarter into next year, we
continue to believe that IQCD and its other cost-advantaged peers in the region (such as Saudi Arabian
Fertilizer and Orascom Construction Industries) will continue to enjoy full capacity utilizations at the
expense of marginal producers.
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Steel

Regional Construction Activity Remains a Key Driver

Infrastructure development in the MENA region should drive demand for steel. While around 45% of
the steel volumes being produced by IQCD (as of YTD 2011) are consumed by Qatar domestically,
another 49% is being exported to the rest of the MENA region. Thus, the company remains somewhat
insulated from the vagaries of global fluctuations in steel demand. Moreover, we would like to note that we
expect the steel segment to be a key beneficiary of the expected growth in infrastructure/construction
spending in the region, especially in Qatar, which represented 45% of steel volumes YTD. According to
the National Development Strategy (NDS) for 2011-2016, Qatar is planning around USD65bn in
infrastructure spending over 2011-2016. This is in the run up to Qatar hosting the 2022 FIFA World Cup
and is based on the model of sustainable development envisaged in the Qatar National Vision for 2030.
The NDS also recommends additional infrastructure investments beyond those already planned costing
between USD8.5-12.5bn. Furthermore, circa QAR100bn (USD27bn) in investments by Barwa and Qatari
Diar for residential and business construction projects are also expected over the same period. We
believe that these domestic spending initiatives will benefit IQCD’s steel business going forward. QSC
also has exposure to Saudi Arabia and the UAE and is well poised to tap the growth in those countries
(especially Saudi Arabia as the UAE construction market remains tepid).

Volatility in Global Prices Could Persist but Middle Prices Relatively More Stable

The steel industry is highly sensitive to the cost of raw materials. Increasing volatility and levels in
the cost of steelmaking raw materials have a marked impact on the sustainability of the steel industry.
China, the major consumer of iron ore (more than 40% of global consumption), is trying to reduce its
reliance on imports. Prices of iron ore have fallen by 25% from the beginning of September 2011.
Reduced iron-ore costs could prove beneficial to the operating margins of QSC in the near-term as Qatar
imports all its iron ore. A weak global economy could lead to a steeper fall in global steel prices. However,
companies like QSC, which are more focused on consumption in the Gulf Cooperation Council (GCC), will
likely be less affected than steel producers who export to other parts of the world.

Prices Have Been more stable in the Middle East Iron Ore Prices are Declining Near-Term
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However, Availability of Natural Gas Could be a Key Constraint

QSC recently decided to put its phase 2 and 3 capacity expansion plans on hold. Overall, these two
phases were supposed to add additional capacity of 3.6mtpa of DRI, 1.2mtpa of hot/cold rod coils,
0.7mtpa of re-bar and 0.1lmtpa of wire to meet the growing demand for steel across the GCC region.
However, recently it was announced that these phases have been put on hold due to non-availability of
gas as a feedstock. Given the abundance of Qatar's gas reserves, we feel the company will be able to
revisit these plans if the North Field moratorium is lifted by year-end 2015.

19



QNB Financial Services

Company Background

Company Description

A regional heavyweight. Incorporated in 2003, IQCD is a holding company,
which through its subsidiaries and joint ventures, is engaged in petrochemicals,
fertilizers, steel and fuel additives. IQCD operates through its 100%-owned
subsidiary — Qatar Steel Company (QSC) and the following proportionately
consolidated joint ventures: 1) Qatar Petrochemical Co. (QAPCO); 2) Qatar Fuel
Additives Co. (QAFAC); 3) Qatar Fertilizer Co. (QAFCO) and 4) Fereej Real
Estate Co. (FEREEJ). As of YTD 2011, the company’s top-line mix was as
follows: 39% (petrochemicals and fuel additives); 36% (steel) and 26%
(fertilizers). The company has a presence in Qatar and the UAE and exports its
products to the Middle East and North Africa (MENA) region, emerging Asia and
the Americas. IQCD’s competitive advantage, relative to the global players, lies
in its ability to source natural gas feedstock at a economical price
(USD1.91/mmbtu in 2010) from the government. The company currently has a
~9.9% weightage (as of October 2, 2011) in the QE index of the Qatar
Exchange. QP retains a 70% ownership in the company providing strong state
support to IQCD.

Company Snapshot
Revenue 5-year CAGR (%) 13.4 EBITDA 5-year CAGR (%) 9.7

Capital investment (2006-10) (QR 9.8 Enterprise value (QAR bn) 73.8
Source: Company Data, *Bloomberg

Company History

An amalgamation of diverse industries, IQCD was formed with a common
goal. The company has emerged as a key player in Qatar's strategy of
diversifying into industries that leverage its competitive advantages of
inexpensive hydrocarbon feedstock and cheap energy inputs. Wealth
distribution to Qatari nationals through dividends and capital appreciation
remains another important mandate for the company. Industries Qatar was
formed as a result of a reorganization of QP in 2003. Earlier, QP owned a stake
in all the subsidiaries, which were transferred to IQCD during this
reorganization. QAFCO was incorporated in 1969 as part of Qatar’s industrial
diversification program and its first plant commenced operations in 1973.
QAFCO is the largest single site producer of urea and ammonia in the world.
This was followed by the incorporation of QAPCO and QSC in 1974. QSC
started operations in 1978 as the first integrated steel manufacturer in the
Middle East, while QAPCO commenced operations in 1981. QAFAC was
incorporated in 1991 and its commercial operations began in 1999. FEREEJ
was the last to be incorporated in 2008.

Management Team

erél\:ggamed Saleh Chairman, MD
uirr?:r?nigf hid Al Vice Chairman
r'\:/ﬂﬁ:;c? Al Director

Dr. Ibrahim Al Ibrahim  Director
Abdullah Hussain

Salatt Director
Faisal Mohammed Al Director
Suwaidi

Source: Company Data

Major Shareholders

EQatar Petroleum Co. H Free Float/Others

Source: Company Data
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