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Presentation 
 
Operator 
Ladies and gentlemen, welcome to Ma’aden’s Third Quarter 2018 Earnings Results 
conference call.  I will now hand over to your host, Miss Reem Asaad, Head of Investor 
Relations, Mr Darren C Davis, President and CEO, and Mr Ali Al-Qahtani, CFO.  Madame, 
sirs, please go ahead.   
 

 
Reem Asaad 
Good afternoon ladies and gentlemen and welcome to Ma’aden’s Third Quarter of 2018 
earnings conference call.   
 
[Introductions] 
 
The format of the call will be as usual where management will brief you on the results 
through a presentation and then we will answer your quest ions after our prepared 
remarks.  The presentation slides being used today is now available on the Investor 
Relations section of the corporate website.  Following the presentation, there will be a 
Q&A session.   
 
[Disclaimer] 
 
Without further ado, I will turn over to Mr Darren Davis.   
 

 
Darren C. Davis 
Good afternoon everyone.  Thank you for joining us late on this Thursday.  Hopefully, we 
will cheer you up and send you off to your weekend in a good mood.  I will start on page 
five.   
 
I think we had a good quarter.  It was a good solid quarter, very much in line with Q2, so 
you're seeing a good level of stability now in what we’re doing.  If you look at what we 
have achieved over the last 12 months on the production side, gold production up almost 
100,000 ounces since last year, and what we’re particularly pleased is with the alumina 



 

production.  I will come back to that again later, up considerably year-on-year with our 
refinery now operating extremely well.   
 
Financially, in line with production increase and a still reasonably good commodity market 
means EBITDA is up now 30% year-on-year and net profit almost double versus the same 
quarter last year.   
 
Raw materials prices still remain a concern, but we have a mixed view on that.  In some 
cases, it does affect us.  On the other hand, on the alumina side, although it has been a 
negative for much of the industry, very high alumina as a raw material is actually very good 
for us and this demonstrates the benefit of our full-integrated aluminium value chain.  
Margins still very healthy at around 51% came off a little bit – Ali will touch on this later – 
on the gold business, but that was as expected mainly driven by price changes.   
 
I think, general, on the outlook, pricing remains positive, but we don’t see a lot of 
movement up or down from where we are now, although we see some exceptions maybe 
in gold and ammonia, very excited that we announced earlier this week the beginning of 
our third wave of phosphate projects, Phosphate 3 with the signing of a construction 
contract for the first plant earlier this week.  Obviously, it is a great step for us and we’re 
very pleased to be able to announce that this week.   
 
We’re still spending a lot of time looking at opportunities outside of the Kingdom as well.  
We think it is a good market to be looking around.  We’re very disciplined, so it is taking us 
time, but we think we will have some interesting news in the coming months on the first 
steps outside of the Kingdom of Saudi Arabia.   
 
Just moving quickly to slide six, and just looking over on the right hand side.  This really 
underlines just how volatile the market has been, a lot going on in different markets, so 
different dynamics driving a lot of these, but prices have moved around a lot and I think 
there is a lot of uncertainty going forward as to where prices will go.   
 
From our point of view, we don’t think there is a lot of upward or downward movement, 
generally speaking, as the trends probably continue where they are.  Alumina is obviously 
the big standout with a very big fluctuation in Q3, which I will touch on in a couple of 
slides.   
 
Moving onto phosphate on slide seven.  2018 has turned out well for us.  We have been 
pleased with the way prices have held up.  It has generally been ahead of where we 
thought 2018 would be, mainly because of the slower ramp-up of production across the 
globe, but also demand has been very strong as well.  In the last quarter, India held up 
well, as did the Americas, both in North America and in Latin America.   
 



 

On the outlook for DAP, we think prices will stay roughly where they are, maybe softening 
slightly.  We are going into the low season now and although we’re spending a lot of time 
expanding our markets into counter-cyclical markets, we still think there will be some 
weakening, potentially, of the pricing, but not substantial over the next few months.  On 
the ammonia side, we do think prices, although they have recovered in Q3, we think there 
could be some softening in Q4.  There is some capacity being ramped up now in Indonesia 
and we think that will lead to a softening market in ammonia West of Suez.   
 
Moving onto aluminium, a really interesting sector for reasons beyond the industry itself.  
Of course, we’re all aware of what is going on with the trade tensions between various 
countries around the world and that is clearly having an impact.  The two big situations are 
impacting particularly alumina; on the supply side, the refinery in Brazil has gone through a 
period of much lower production and continues to be operating below its normal capacity 
and that has driven a very volatile alumina price, but alumina remains very elevated at the 
moment.  Of course, we’re long alumina being fully self-sufficient with surplus.  This 
actually suits us extremely well, even though data from analysts suggests that as much as 
40% of non-integrated smelters are actually losing money with alumina at this price.  That 
does underline the strength of our business model of being fully integrated from rock to 
metal company.   
 
We think alumina prices will stay elevated for some time, but start to soften again when 
the Brazilian refinery comes on and ramps up more over the coming months.   
 
On the aluminium side, the outlook looks positive.  We think prices will stay in 2000-2,100 
range going forward.  We’re going through the winter season now in China, and the 
squeeze on smelter margins caused by the alumina price increase does seem to be slowing 
down production and ramp-up growth in China, which is only good for the LME outlook.   
 
Turning briefly to gold and copper.  Copper seems to have found its floor at around the 
6,000+ level.  Again, we remain very positive on copper as a long-term commodity.  We 
think the fundamentals are very strong in copper, albeit fairly weak at the moment, mainly 
driven by concerns over demand because of the trade tensions.  Gold has continued to 
trend down, largely driven by interest rate rises.  We think there might be some support 
with the flipside to international uncertainty as gold tends to be a safe haven, so we’re 
hopeful that gold maybe plateau from here, but as ever, gold is a difficult commodity to 
forecast.   
 
Turning to 10, as I mentioned earlier, our margins remain very healthy, of course, 
comfortably above where we were this time last year, partly driven by the improved 
commodity price outlook, but also driven by a much higher production which, of course, 
reduces our unit costs, so we’re    very pleased with the profitability in this quarter.   
 



 

As Ali will tell you in a moment, there were some bone-off items that brought down our 
net income, but overall a pretty stable outcome, notwithstanding some weakness in a 
couple of our commodity markets.   
 
With that, I will hand you over to Ali.   
 

 
Ali Al-Qahtani  
Thank you, Darren.  Good afternoon ladies and gentlemen, and I will take you through a 
few slides about quarter three results comparing to the same quarter last year and 
previous quarter.   
 
As you can see, Ma’aden continued growing their profitability compared to the previous 
year, and we have a growth in our EBITDA and net income.  Our net income almost double 
of same quarter last year.  This quarter, almost the same, a little reduction compared to 
the previous quarter, it mainly came from the changes in prices mainly of the gold and 
aluminium and the volume of gold and aluminium as well.  The other sector, phosphate 
and… both comparing to the previous quarter and the same quarter last year, it is growing.   
 
Moving in detail to slide number 13 where we have [inaudible] the net income of this 
quarter comparing to the same quarter last year.  We can see that impact of the price is 
about SAR 460 million and the net effect of the volume, this is volume of material used, 
and also volume of the sales, it is about negative SAR 60 million.  Cost effect, I think 
[inaudible], as Darren mentioned last [inaudible] today about the cost, the company is 
focusing on cost control and we see an improvement in the cost, the reduction about 100 
million, regardless of some prices like sulphur and gas prices this comparing to the same 
quarter last year is going high.   
 
This quarter, we have gone through the refinancing of the aluminium loan and we have 
amortised the fees (upfront fees) of the refinery, it is about 90 million, which is impacting 
our profit, has the major impact in this.   
 
Moving to the second slide or slide number 14, this shows our quarter compared to the 
previous quarter.  As we mentioned, there is a reduction about 18%, and it is mainly from 
input prices, and also the refinancing upfront fees of the refinery [audio].  It is about SAR 
90 million.   
 
Going deep into the operational performance.  On the phosphate side, I think Darren 
covered most of it.  As we can see, our phosphate – ammonia and phosphate, we see the 
first graph is the tab and we see the production is increasing from… there is a little 
reduction here comparing to Q2 789 to 770, and also our sales is more than Q2, 
[inaudible].   



 

 
In the ammonia side, we see growth in the production, mainly from the Wa’ad Al Shamal 
ammonia and MPC, and we see it is 424 comparing to 500 in the second quarter this year.   
 
Moving to the aluminium performance.  In the aluminium performance, production is 
growing comparing – it is almost the same as the second quarter, but growing comparing 
to the third quarter last year, and as we can see, the rolling mill consumed most of our 
metal.  It started consuming more compared to the second quarter.  As  [inaudible] not yet 
in commercial operation, we will not see these numbers in the income statement.   
 
The gold and copper, this quarter, its production is less by about 5,000 ounces comparing 
to the previous quarter.  Hopefully, we will recover it in Q4 that production.  Also, the price 
is showing less than previous quarters which has impacted the gold sector performance.  
Our copper productivity, it is more than second quarter and the sales is also more than 
second quarter and much better than same quarter last year.   
 
Moving to slide 20, this is the financial position of Ma’aden as of – consolidated financial 
position of Ma’aden – as of 30th September 2018, which was that Ma’aden total assets 
reaching about 90… and so… the 95 billion comparing to – I think it is growing comparing 
to the same quarter last quarter.  Long-term borrowings shown on the right hand side, we 
see there is the type of loan.  I t shows that fixed rate is about 5%, and the rest is floating.  
We introduced, this quarter, started hedging some of our interest, about 500 million in the 
aluminium company.   
 
Slide number 21, it shows that our long-term borrowing comparing to the cash and cash 
equivalent and also shows that it is declining in terms of our net debt comparing to our 
EBITDA.  It is from 6.2 versus this quarter 6.6.   
 

 
Darren C. Davis 
Just to finish up, in summary, the fundamentals are still good in our markets.  I think 
particularly phosphate, aluminium, and copper we’re confident, particularly aluminium, 
phosphate and alumina, we think we’re in a stable market, but it remains at reasonable 
levels at the moment, copper, even if we had some weakness now, we still think that will 
recover.  Gold, obviously, is a slight concern and ammonia, we think they are going to stay 
weak for the coming couple of quarters.   
 
Global trade tensions, though, do mean there is a lot of uncertainty, so everything we 
think can happen could easily be moved by, for example, the situation with Rusal would 
have a major impact in alumina and aluminium markets and, generally, trade disputes do 
not help the outlook for demand in any of our commodities, but particularly on aluminium 
and copper, so that would be a concern.  Production remains strong, a very solid 



 

performance in Q3 continuing with stable production from the previous quarters, and 
most importantly, our plants, generally, now are running at or above nameplate.   
 
Wa’ad Al Shamal in terms of the ramp-up of the phosphate part of the project.  We have 
had the usual commissioning and start-up challenges over this last nine months, but we 
think we’re coming to the end of those, we’re resolving our issues there, and similarly, the 
rolling business continues to progress very well and in line with our expectations.   
 
For the fourth quarter, we think, as I said, the outlook for phosphate, aluminium, and 
alumina prices is probably in the range where they currently are.  We don’t see big 
changes in the fourth quarter, they are either up or down.  We think production is 
expected to be stable, in line with what we performed in Q3.  As I mentioned, given the 
progress on Wa’ad Al Shamal and the rolling business, we would expect to commercialise 
those businesses potentially by the end of the year.   
 
Our next phase of growth, though, is very much in our mind.  We’re very excited about the 
beginning of Phosphate 3.  This is part of our plan to become the world’s third largest 
producer of phosphate fertiliser.  It is a very important step for Ma’aden.  And 
international opportunities, as I mentioned, remain in our minds focused around the 
fertiliser and the base metals business.  We continue to look at a lot of opportunities and 
when we find the right opportunities, we will be keen to execute on that.   
 
With that, we will open the floor to Q&A.     
 

 
 

Question and Answer Session 
 

 
Operator 
[Operator instructions] 
 
Our first question comes from Saul Rans, Morgan Stanley.  Please go ahead.   
 

 
Saul Rans 
I have one question please about your aluminium segment, and it is just regarding your 
production and sales data, so when you have been reporting these two as there is 
consistently a large gap between the production and sales values you give us and I 
appreciate that part of the reason is because you're not including the sales from the rolling 
mill within the sales figure.  But if I just look at Q3 for example, the gap between 
production and sales is 96,000 tonnes and if I annualise that, it is 384,000 tonnes and the 



 

gap has been consistently quite wide.  Can you just explain to us why it is so wide, because 
I am assuming it can't simply be down to the rolling mill sales?   
 

 
Darren C. Davis 
The rolling mill sales is a little bit complicated, because the rolling mill consumes a certain 
amount of production.  There is obviously a recycling portion in that as well.  The sales we 
report, Ali, we’re reporting in here, we’re showing just the…  
 

 
Ali Al-Qahtani  
The Ma’aden [inaudible] sales and also the sales of metal to Alcoa, and it is around 
140,000 quantity that is sales to both, and the rest goes to the rolling mill.  You can see it 
as a reduction from Q2.   
 

 
Darren C. Davis 
Once we get the rolling mill commercialised, [inaudible] it should be clearer then in the 
number, I appreciate it is not very clear at the moment.   
 

 
Saul Rans 
Could I maybe just ask one follow-up to clarify, because the recycling unit you have, I think 
it has a nameplate capacity of about 180,000 tonnes a year, just so I understand correctly, 
you do have some scrap, I guess from the rolling mill as part of the process.  Is the output 
of 180,000 tonnes from the recycling unit, is a significant part of that circular, if you like, 
coming out of the rolling mill or is it most of recycling from scrap from beverage cans or 
whatever the metal is that you use in the recycling.  I am just trying to understand what 
your actual real production capacity is, if you like, once we take out the circular element.    
 

 
Darren C. Davis 
The can recycling unit we have spent some time this year modifying that.  The original unit 
we had did not operate as we expected, so we’re in the process of ramping that back up 
again.  We don’t think, probably, it will reach 180 based on its current configuration.  
Maybe we will look to invest in that further.  It will be somewhat less than that.  You're 
right, it is a mixture, at the moment, of our own scrap and used beverage cans as we buy in 
the local and international market.   
 

 
Operator 
We have a question from Adnan Farooq, Jadwa Investment.  Please go ahead.   



 

 

 
Adnan Farooq 
I just wanted to ask if the power cuts are now fully reflected in aluminium or they are still – 
the power plant is not deemed commercial.   
 

 
Ali Al-Qahtani  
Until now, it is not Ma’aden SWCC power plant is not yet commercialised, expecting by 
end of this year or probably by first quarter.   
 

 
Adnan Farooq 
My second question is regarding – you mentioned that the outlook on phosphate prices 
seems good for the fourth quarter and then you expect some softening.  How do you 
expect the ramp-up of Wa’ad Al Shamal to impact DAP prices, because we don’t have an 
idea about how much you're already producing.  Could you give us some colour on what 
and when do you expect the impact to become more pronounced.   
 

 
Darren C. Davis 
We have produced a relatively large amount this year.  We have not announced the exact 
tonnage, but it is a significant portion of the nameplate capacity, more than half, I would 
say, is our expectation for the full year, so some impact has come from Wa’ad Al Shamal 
into the market already, so we’re obviously adding more tonnage next year as we run at a 
higher rate than we have averaged this year.  That is really our main concern, Adnan, over 
the outlook for prices.  I think, with us ramping up and also OCP as well in Morocco, 
ramping up.   
 
But the big question in Q4 and Q1, particularly Q4 is what the Chinese do in terms of 
exports, that is always hard to predict, and obviously the tonnage coming out of China is 
substantial, so that can easily outweigh any additional tonnage from Wa’ad Al Shamal, so 
our overall expectation is for prices maybe to soften slightly but not significantly, but 
broadly flat for the next quarter.   
 

 
Operator 
Our next question comes from Anoop Fernandes, SICO.  Please go ahead.   
 

 
Anoop Fernandes 



 

My questions are surrounding your growth projects.  Firstly, regarding Phosphate 3, is it 
fair to assume that the ownership in this project will be 100% or are you still on the 
lookout for a strategic partner here.  Secondly, with respect to copper, you have 
emphasised quite a bit during this call, is there enough resource within Saudi Arabia to 
grow your business there organically, or would we have to look at acquisitions in this 
space.   
 
Secondly, there was a project announced yesterday, a smelter project, between [Traffiger] 
and Modern Mining.  It was quite surprising to not see Ma’aden being involved in any way.  
Is it a concerted decision to stay out of the smelting and refining business in copper and 
just focus on the mining part?   
 

 
Darren C. Davis 
On Phos 3, we’re moving ahead obviously with the first plant.  Our current working 
assumption is 100% owned by Ma’aden, but that doesn’t preclude us involving one of our, 
or both of our existing partners in the phosphate business, and as we start to develop the 
phosphate part of that chain, we will be having more discussions with them to see how we 
take it forward, but ammonia is currently 100% owned.   
 
Copper resources in the Kingdom is a tough one to answer, we have a very good but small 
mine at Jabal Sayed.  We have some interesting targets and there is generally agreed to be 
some good prospectivity in the Kingdom for base metals, particularly in the west of the 
country, in the Arabian Shield, but it requires a lot more exploration and more 
development, and the problem with that is it takes time, so our concern is that liking 
copper as we do, we do think I t is truly a metal of the future,  it is going to be driven by 
demand in electrification, vehicles, infrastructure, and a big shortage coming up in supply, 
we do want exposure to copper and we don’t want to wait, five, seven, eight years just to 
rely on copper in the Kingdom.   
 
Our ideal is to get some exposure to operating assets outside the Kingdom, give us 
exposure to the metal, but also help us in terms of building our capability in copper, so 
that we can then apply that in the Kingdom to hopefully accelerate what we’re doing in 
Saudi Arabia.   
 
Finally, on the smelter, yes, we wouldn’t focus heavily on smelting in the copper chain, 
however, we think it could be a good strategic reason to be involved in a smelting in  the 
Kingdom specifically, so we will have a dialogue with the team   that is taking that forward.  
It is still an early stage that project, and we have had talks with them, and we will see 
whether it makes sense, commercially, for Ma’aden to be a part of that, but we’re open to 
being involved in the smelter, certainly.   
 



 

 
Anoop Fernandes 
This modern mining company, I was just looking at their website and  they are working on 
a CPC, gas and pet-co project, so I was just wondering if – assuming this project comes up 
maybe in the next one or two years, is there any quantifiable benefit that Ma’aden would 
see in terms of its CPC procurement.   
 
[All talking] 
 

 
Darren C. Davis 
The interesting thing about the smelter, Anoop, is the by-product of sulphuric acid, which 
of course is an important part of the phosphate value chain, so we think there is some 
synergy there potentially, if the smelter is built in a location that is conveninent for our 
usage and can be taken at a price that is competitive, that could actually be a good synergy 
for our phosphate business, which is one of the reasons why we’re looking at it, even 
though generally we wouldn’t focus on smelting in copper.   
 

 
Anoop Fernandes 
No, this is with reference to their [inaudible] pet-co project, which is coming in Ras Al-
Khair, I was just wondering if there is any quantifiable benefit that you would see if this 
project comes up, compared to what your procurement is right now.   
 

 
Darren C. Davis 
It is possible, coke is something we are looking at a number of different options to deal 
with the problem of costs at the moment, so that could be, I guess, part of it, but we have 
not had any detailed discussions on that with them.   
 

 
Anoop Fernandes 
Just a last one, Darren, how should we look at sustaining CapEx in each of your businesses, 
if you could give us some sense either in the absolute terms or as a percentage of 
revenue?   
 

 
Darren C. Davis 
Generally, the best way to look at sustaining CapEx, Anoop, is really as a percentage of the 
fixed assets, so for these new kinds of plants, you are sort of seeing 1-2% that kind of 
range, that is generally a good guideline but you have to take into account the cyclical 



 

shutdowns maybe every three years for some of the plants, but as a general guideline, 1-
2% of the fixed asset cost would be a reasonable assumption for plants of this age.   
 

 
Operator 
[Operator instructions] 
 
We have a question from Hisham Lanka, Bank of America Merrill Lynch.  Please go ahead.   
 

 
Hisham Lanka 
I remember in the beginning of the year on one of the conference calls you mentioned that 
the outlook for the rolling mill business isn't looking very good considering the dumping by 
other countries in the region, so I just wanted to understand, does your view remain the 
same or has there been any change in the market, thank you, given that you had a project 
coming up online soon.   
 

 
Darren C. Davis 
The rolling business, indeed, has a real threat from dumping from Asian producers.  It is an 
on-going challenge for us, particularly as tariffs for imports into the GCC are lower than 
tariffs for imports into some of our Asian competitors, so we are at a disadvantage there.  
Having said that, what has been great about this year is the team at the rolling mill, not 
only have they made great progress on the operational side, which improves quality, on 
the marketing side as well, so they have really developed a wide range of customers and 
strengthened the relationship with both our local customers, but also developed markets 
in North America, for example, and the wider Middle East/Africa region, so although it is a 
challenging business definitely, actually, the way the business is doing at the moment, they 
are performing very well.   
 

 
 
Operator 
Our following question comes from Anil Kanwer, HSBC.  Please go ahead.   
 

 
Anil Kanwer 
Just two quick questions.  In the past, Ma’aden has used the unit of production or similar 
kind of treatment for depreciation.  Wil that be used for the phosphate and aluminium 
rolling mill business when they come online next year.   
 

 



 

Darren C. Davis 
We use the unit of production on gold.  The thing is gold is where you see the variation, 
Anil, because the mining within the phosphate and the aluminium, although it is used, 
those mines basically run at a constant rate.  They don’t fluctuate in the same way that 
gold does, so yes, it is unit of production, but you don’t see the variation that you would in 
gold.   
 

 
Anil Kanwer 
The second question is with regards to the rolling mill and products, so up until now you 
are doing cans only, but in the past there has been discussion with regards to automobile 
sheets.  What are the developments for the auto sheets? 
 

 
Darren C. Davis 
On the cans, by the way, we are producing the more commodity body stock, we’re also 
making very good progress on producing end tab, which is a higher margin product, it is 
harder to produce, but we’re getting much better at that.  On the automotive, yes, we are 
qualified to supply Jaguar Land Rover in the U.K. and we do supply them with material, so 
you can buy a Range Rover model car with Saudi aluminium in it now.  The volume is not 
as big as we would like, but we are working with JLR to expand that, but I think it is a great 
measure of what the rolling mill team has done with that business that we have qualified 
to supply a company like JLR.   
 

 
Operator 
[Operator instructions] 
 
There is a follow-up question from Saul Rans, Morgan Stanley.  Please go ahead.   
 

 
Saul Rans 
Just one small follow-up, could I ask you elaborate on the margin issue in gold in the third 
quarter and perhaps you explained it earlier, but I didn’t catch it.  It looks like you had 
some cost inflation there, is it temporary or structural.   
 

 
Darren C. Davis 
It is partly cost, but it is also just a function of the price coming down, so yes, there was a 
small drop in grade but the bigger issue on the margins for gold is simply our cost base 
doesn’t change much, so when the gold price drops, as it did substantially, about $80 in 
Q3, it really goes straight to your margin, that is why there was a big impact.   



 

 

 
Operator 
[No further questions] 
 

 
Darren C. Davis 
Thanks everyone for joining us, really appreciate the questions as usual.  Look forward to 
speaking to you next time with the full year results and we’re looking forward to a good 
Q4.  Thank you and have a good weekend.   
 


