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enquiries from AR-RAYYA newspaper on half year performance
Set of questions on company’s half year performance raised by Ar-Rayya newspaper to the Chief Coordinator of Industries Qatar QSC, Mr. Mohammad Al-Shirrawi, in August, 2006.

1. The profit for 2006 half-year has only marginally changed in comparison to the same period last year?

Profits for the half-year 2006 exceeded expectations, reaching QR 1.6 billion, an increase of approximately QR50m on the same period last year.  This represents good year-on-year growth of 3% and is indicative of the significant increase in sales recorded, stringent cost control exercised and creditable scale-efficiencies achieved.  The net profit margin was a strong 43%.

As the culture of cost control becomes embedded and the production plants continue to operate at high capacity, it is hoped that the current healthy profitability levels will be maintained throughout the year.
2. What are the most recent developments in regard to the expansion projects and the program schedule for completion, construction and production start times?

Plans to increase production capacity and create additional world-class facilities are progressing smoothly.  This capital investment will help ensure sustained sales growth and strong profitability in the future - to the benefit of all shareholders.

Important points to note regarding these projects are:

(a) QASCO: The expansion project (Phase I) is progressing well and is expected to be completed by year end.  The company also acquired a strategic stake in Sphere Investments Ltd, furthering QASCO’s desire to penetrate the Mauritanian iron ore industry.  Finally, QASCO’s future Phase II expansion project is now expected to be completed in 2010.  These and other projects of QASCO will now cost QR 6.9 billion, with IQ’s share equal to QR 6.7 billion.

(b) QAPCO: The three major projects QAPCO is involved in - Ethylene Plant Expansion II, Qatofin and LDPE-3 - are also still all on target.  The total cost has moved to QR 6.3 billion, with IQ’s share to total QR 3.7 billion.

(c) QAFCO: Both of QAFCO’s projects - QAFCO 5 and Qatar Melamine - are also on target.  These projects will cost approximately QR 4.3 billion to complete (with IQ’s share to total QR 3.0 billion).

(d) Other: An update on QAFAC II is expected before the end of the year.  Other Projects and QAFAC II are still valued at QR 11.6 billion, with IQ accounting for QR 2.1 billion of this.

3. How will the level of profitability change after the expansion plans Is completed?

The expansion plans will help to meet the increasing demand for IQ’s world class products, and further instill production efficiencies by increasing economies of scale.  The total expected cost of all IQ projects now stands at QR 29.1 billion, with the cost to IQ totaling QR 15.5 billion.  On completion of our projects, we will be expecting a doubling of our total assets in comparison to our current status.  

In terms of profitability, each project has a different IRR.  In essence, we expect the projects to help in increasing profitability, whilst also providing further improvements in efficiency.
4. Will the expansion projects require an increase in capital?  Will you continue to have the same level of leverage and financing?
There are currently no plans to increase the capital of the company. The projects are currently financed by a mix of equity and debt.  The level of financing is specific to each project, with QP often lending its support to the group operating companies, in deciding and securing an optimum level of financing.
5. The Stock Price Has Fallen Rapidly To A Level Below QR100, Which Is Less Than The Fair Value Of The Stock Previously Estimated By Investment Analysts.  In Your Opinion, What Are The Reasons Behind This Fall In Share Price?
It is not the policy of IQ to comment on the DSM or the company’s stock performance, which can be affected by numerous factors.  However, what is readily apparent is that as of June 30, the drop in IQ’s share price is considerably less than the majority of the other listed companies in the Industry Sector.  Moreover, the management of IQ believes that the future prospects of IQ are unparalleled – the company has planned to invest a total of QR 15.5 billion in capital expansion projects which are geared towards streamlining production processes and introducing new products
6. Last year there was considerable investment interest from international banks and institutes. Do you still find this to be the case?

We are not at liberty to disclose the shareholding of our individual investors.  Although we can comment on the level of participation at a group level.  It is therefore worth highlighting our shareholder distribution as at the end of June 2006:  
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Since December 31st 2005, private companies and charities have increased their participation by approximately 1%, approximately purchasing an additional 8 million shares in IQ.  Consequently, the public share in IQ has decreased by a similar amount.
7. Will the company’s gains/losses in its investment portfolio in local stocks continue to be reflected in the company’s financial results/profits as in the previous year? 

It is worth mentioning that the majority of our profits are generated from our operations and the gain or loss generated from investments is only a marginal element of our total net profit. In terms of the performance of the group investment portfolio and the realisation of gains or losses, IQ adheres to International Accounting Standards (IAS’s).  We are therefore bound in the classification of our shares and the subsequent treatment of gains/losses.  In this case, IAS 39 clearly dictates the treatment for shares and their gains/losses. 
8. Is it possible that there will be a change in the IQ Board of Directors, which could result in the introduction of new members, consisting of shareholders from the private sector?  Or will the members continue to be representatives from QP?

The Board comprises of seven members including the Chairman, all of whom have been nominated by Qatar Petroleum and who, collectively, have a wealth of experience in high level Board representation within Qatar.  

There is currently no anticipated change to the board members or board structure.
9. How do you see the performance of the IQ operating companies changing with the developments in the International Markets?

During 2005, the Group companies expanded into new markets, reduced reliance on traditional markets and undertook aggressive marketing strategies to further improve market prominence.  QAFCO signed agreements to increase their share of the Australian and New Zealand urea markets to over 40%.  The company also managed to penetrate a number of new markets, like Korea, Sudan and Yemen.  QAFAC, in response to changes in US regulations on MTBE use in the gasoline pool, continued to reduce its reliance on this market by focusing on new emerging markets.  
A number of new sales offices were established by QAPCO, thereby expanding their global network.  The Group companies also showcased their products and improved their marketing presence by participating in numerous international fairs; QASCO, for example, was involved in 4 such regional events in the second half of 2005. 
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