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Presentation 
 
Operator 
Ladies and gentlemen, welcome to Ma'aden's First Quarter 2019 Earnings 
Results conference call and webcast. Today's speakers are Mr Darren 
Christopher Davis, President and CEO; Mr Ali Saeed Al-Qahtani, CFO; and Ms 
Reem Mohamed Asaad, Head of Investor Relations. I will now hand you over 
to Ms. Reem Mohamed Asaad. Madame, please go ahead. 
 

 
Reem Asaad 
Thank you, so good afternoon, ladies and gentlemen. Welcome to Ma'aden's 
earnings call for the first quarter of the year 2019, so today, we have, like 
just mentioned, Mr Darren Davis, the Chief Executive Officer; Mr Ali Al-
Qahtani, the Chief Financial Officer, to take us through the results. Following 
the presentation, there will be a Q&A. 
 
A quick disclaimer before I turn over to Mr Davis. I'd like to remind you that 
in this call, the management has prepared remarks that contain forward-
looking statements which are subject to risks and uncertainties and 
management may make additional forward-looking statements during the 
question-and-answer session. These forward-looking statements are subject 
to risks and uncertainties that may cause actual results to differ from those 
anticipated. 
 
Without further ado, I will turn over to Mr Davis. 
 

 
Darren Davis 
Thank you, Reem. Good afternoon, everyone. Thanks for joining us for the 
first quarter call. A strong quarter in terms of revenues and production, we 
saw a lot of strength, but obviously, the commodity situation weakened our 
financial performance. 
 
On the production side, as you'd expect, record fertiliser production with the 
first full quarter of Wa’ad Al Shamal being the first quarter 2019, so we had 
a 63% increase of production versus the same quarter last year. Ammonia, 
primary aluminium, very solid production there, all operating at/or above 
the design capacity. 
 



 
 
 

 
 

 
 

 
 

A very good quarter from the flat-rolled aluminium, again, first quarter – 
first full quarter in commercial operations, running well ahead of where it's 
been running for the last few quarters, and 73,000 tons, it was actually 
ahead of what we expected for the first quarter. Gold production was down 
significantly from last year, but Q1 in 2018 was exceptionally high mainly 
due to some high-grade zone in one of the mines last year, so actually, 
although we're down in Q1, we expect the full year production to be in line 
with last year. 
 
Revenues rose largely because of the impact of Wa'ad Al Shamal and the 
flat-rolled products having their first full quarter, so a big increase in 
revenues there. However, particularly from weakened commodity prices, we 
did see a significant drop in EBITDA year-on-year by 29%, but prices are 
significantly down from a year ago and we'll touch on that in a moment. 
That fed through as well through to the net loss we reported in Q1. Although 
prices were not the only impact there, we also had a very big impact from 
much high depreciation charges, again, which were anticipated and also 
much higher financial charges, which we flagged on our last call, and Ali will 
talk about more as we go through the presentation. 
 
Just on those prices, although phosphate prices traditionally are weaker in 
Q1, they only edged down, so actually they were not as low as we expected 
in Q1, but they were lower than Q4. Aluminium continues to be weak, and 
we saw another drop in Q1 versus Q4 after a gentle drop over the course of 
2018. Alumina is stable but softened a little as some of the supply 
constraints were eased. Copper and gold are still volatile. They tend to be 
more impacted by economic conditions and political uncertainties, but some 
signs that copper is strengthening again. I think as we look forward, we still 
have a lot of uncertainty on the economic outlook, mixed signals globally, 
some signs of a slowdown, but we're still seeing healthy demand from most 
of our commodities. 
 
For us, our focus is on really ensuring we operate safely – we've just 
launched a major safety campaign across Ma'aden – optimising the 
production of all our assets, now that they're rolling commercial production, 
and executing well on our new projects, including Ammonia 3, which we 
announced late last year. We'll also talk separately about the acquisition we 
announced last week, which is a major step for us in our phosphate business 
and a very important step for Ma'aden. 
 
Turning first to phosphate. As I said, the phosphate market weakened in Q1. 
This is not unusual. Q1 traditionally, because of seasonality, is one of the 
toughest quarters. This was more difficult than usual, and typically, we'll be 
selling into the U.S., Australia, and Southern Africa. Both the U.S. and 
Australia were badly affected by weather during that quarter, so demand in 
both of those markets was lower than they would normally be, and also, 



 
 
 

 
 

 
 

 
 

with China, also experienced a slowdown in demand. There were more 
exports coming out of China in Q1. Notwithstanding all of that, there were 
also some curtailment of production elsewhere in the world, so prices, 
although they softened in Q1 as we expected, actually are still relatively 
healthy. 
 
Ammonia did drop a lot. Ammonia continues to be a volatile commodity, as 
it always has been, a big new capacity coming in from Russia and quite a 
significant drop in demand from industrial users, particularly in Asia, where 
one of the big plants that consumes ammonia was shut down for 
maintenance in the first quarter. One small positive for us, but something 
that actually also means there's less support for prices, is that the raw 
material costs, particularly sulphur, dropped in Q1 versus Q4. 
 
Just stopping briefly on the acquisition we announced last week of the 
Meridian distribution business. This is a major step. Although a relatively 
modest investment, this is a very important step for Ma'aden's growth in 
distribution. As you know, we've been talking about this for some time, the 
need as we ramp up production of fertilisers to have reliable distribution 
channels into key markets that are growing in the world, which are really 
India, Africa, and Latin America, particularly Brazil. Africa is a tough market 
to access. East Africa is a natural market for us given our location, so it's 
been something we've been working on for some time. We think this is a 
great fit. It's a company we've been working with before as a supplier. When 
the opportunity came up, we thought it was a good fit for Ma'aden. They 
have a very strong presence in the Beira corridor, which is one of the five 
main corridors into the Eastern Africa fertiliser delivery. It's a well-
established business, some good assets, excellent management, and we 
think this is going to be a very value-additive acquisition for Ma'aden. It 
allows us to put more of our product into this natural market for us of East 
Africa. We expect the transaction to close early in Q3 2019, and we'll keep 
you updated on that over the coming months. 
 
Looking at aluminium. A lot of weakness still in the price in Q1. We do seem 
to have found some kind of a floor in the aluminium price, in sort of the high 
1,800s. It did touch 1,900 briefly. Demand has been relatively slow in the 
first quarter, and the outlook for trade and the economic demand seems to 
have impacted expectations, so that's brought down the alumina as well. 
The good sign is that we have seen physical premium start to rise during the 
end of the first quarter, which is generally a sign that demand is healthy, so 
we are hopeful that maybe we'll see some recovery in Q2, although it's still a 
little early to call where prices will be for the rest of the year. 
 
Alumina, fairly stable after a very volatile 2018, which you will all remember, 
a lot of shutdowns during the year. The start of the Alunorte refinery in 
Brazil is still under question, but the assumption is that will come back here 



 
 
 

 
 

 
 

 
 

into the market during the course of this year, and that will have an impact 
on prices when that comes back into the market. 
 
Turning to copper and gold. Still some volatility in these commodities during 
the first quarter, and gold, as we know, tends to be impacted by economic 
expectations. I think in the first quarter, we saw a changing economic 
outlook certainly early in the quarter. Generally, the outlook was more 
negative. I think with the stimulus you've seen in China and the slowdown in 
Fed rates raises in the U.S., maybe the outlook has improved slightly, and 
those tend to be negative for gold, particularly with the strength of the U.S. 
dollar. On the other hand, the better economic outlook tends to support 
copper prices that is driven by economic growth, so we did see a good 
recovery in copper prices in the first quarter, and we're reasonably 
optimistic on the outlook there. Fundamentals in copper remain good, and it 
seems like in the short to medium term, we're starting to see those 
fundamentals work through the copper price. 
 
I'll just finish up on slide 10. Obviously, the pricing has been the big impact 
on our profitability over the last five quarters. A steady decline in prices 
since early 2018 spread through into the first quarter. We're still facing some 
challenges as well in the Wa’ad Al Shamal ramp-up, so we expect an 
improvement in Q2. We made a lot of progress in Q1 on doing those 
technical challenges, but that did have an impact as well on the first quarter. 
 
With that, I'll hand over to Ali, who will take us through some of the financial 
numbers. 
 

 
Ali Al-Qahtani 
Thank you very much, Darren. Moving to slide number 12. We will be 
focusing in the financial results and the operational results of the Q1 versus 
the same quarter last year and the previous quarter. 
 
On slide 12, the consolidated results of Ma'aden, shows that the sales has 
grown, as Darren mentioned, due to, mainly, the commercial operation of 
Wa’ad Al Shamal and also the rolling mill. EBITDA is less than the same 
quarter last year and the previous quarter. It's mainly… as Darren 
mentioned, it's the prices that have the major impacts and also the cost of 
mainly the depreciation and the finance cost reported in the income 
statement this quarter. 
 
Moving to the segment, phosphate, the growth in the sales, we see here 
34% comparing to the same quarter last year and 10% comparing to the 
previous quarter. The EBITDA as compared to the same quarter last year is 
higher and also less than quarter four, again the impact of the prices and the 



 
 
 

 
 

 
 

 
 

cost depreciation mainly, the operation cost. For aluminium, the impact on 
the aluminium it’s two things; mainly it's the depreciation and charges 
under… – the financial charges under MRC and the operating expense, but 
also the impact of the prices has a major impact. For the gold, as Darren 
mentioned, this quarter, it's the quantity. It's less than the same quarter last 
year and the previous quarter. It's mainly due to the grade in one of our – 
lower grade in one of our mines. 
 
Moving to more detail into slide number 13, which just shows the average of 
the net income Q4 versus the losses in Q1 2019, and we see the major 
impact is in the cost. It's mainly because of the depreciation of Wa’ad Al 
Shamal and the rolling mill, also the price impact, which is the two major 
components, and the finance cost has been impacted despite the increase in 
the sales volume in this quarter. 
 
Slide 14. It's an income statement, line by line, showing the differences. We 
covered these differences in the previous slides. 
 
Moving just to the operational performance of segments. As Darren 
mentioned, in this one we see the phosphate segment. It shows the increase 
in the production and in the sales volume of that, but the price is less by 
about, compared to the previous quarter, by 6%, which has that impact. 
Also, in the ammonia side, the price has dropped from 342 to 290. That has 
an impact on the performance of the phosphate segment. 
 
Next slide, slide number 17, aluminium performance. We see the price is 
also… it's going down by about 15% comparing to the fourth quarter last 
year. Production is the same level and also the sales volume is mainly less 
because of some of the product going to the rolling mill, due to the amount 
consumed by the rolling mill. Alumina production, it's less than Q4 and the 
price is also less by about 2%. The sales, it's the same level – or less than that 
in the last quarter last year. 
 
Moving to slide number 18, the gold performance. The impact is [inaudible] 
see it in the gold, with the quantity, compared to the previous quarter and 
the same quarter last year. Despite their prices, it's less from the last 
quarter. Copper, the same thing, it's in the same level in terms of sales 
quantity comparing to the previous quarter and the same quarter last year. 
 
Moving to slide number 20, the financial position for Ma'aden as of 31 
March. In this quarter, starting from January 2019, Ma'aden implemented 
IFRS 16 about the lease and this will end up with adding the right-of-use 
assets, about 1.5 billion, and the same thing in the liability, is the same 
amount, SAR 1.5 billion. There is no major impact on the profit and loss 
account. Also, the borrowing now at the level of 54 million, it's less by about 
repayment happened in [MPC], just about SAR 0.5 million, and the right side 



 
 
 

 
 

 
 

 
 

of the presentation shows the loan by company and by source, also by type 
of loan and the currency. 
 
Slide number 21, this shows the cash and cash equivalent and the long-term 
borrowing and debt to the total capital. It has not changed much from the 
2018, end of 2018. Only we have a small repayment of loan, which are for 
the [MPC]. 
 
With this conclusion, I will hand it over to Mr Darren. 
 

 
Darren Davis 
Thank you, Ali, so just in summary, again, on the production side, we're 
pretty happy with the first quarter, and most of our plants are operating 
at/or above nameplate capacity. I'm particularly pleased with the rolling mill. 
It continues to grow strongly. A few challenges in Q1 at Wa’ad Al Shamal, 
and most of these had been overcome and we’re running close to capacity 
now, although still quite a bit of optimisation to be done in terms of 
operating efficiency. Our commodity fundamentals are still solid, but we are 
seeing the short-term and seasonal weakness in a number of those 
commodities, but again, we think we're in the right commodities. Gold, of 
course, is a partial hedge and it may benefit from more economic volatility 
against weakness in particularly aluminium and copper. 
 
Looking forward, it's difficult to say exactly where commodity prices are 
headed. We seem to be kind of range-bound on a lot of the prices at the 
moment, so it's too early to call where the trend is going to be for the rest of 
the year, and we are fighting against the big impact on the P&L earnings of 
depreciation and financial charges of Wa’ad Al Shamal, obviously one of our 
biggest-ever investments, and the depreciation from the rolling business. On 
the positive side, some of the raw material costs have dropped in the first 
quarter, particularly sulphur and caustic soda, which are two of our biggest 
external raw materials.  
 
The Meridian acquisition is the combination of a lot of work by our teams, 
an important first step, and we are still looking at other opportunities in 
fertilisers and in other commodities, and we'll continue to look at those with 
a disciplined approach. 
 
With that, we'll open up the line for Q&A. 
 

 
Question and Answer Session 
 
Operator 



 
 
 

 
 

 
 

 
 

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

 
Anoop Fernandes 
You've mentioned that the premiums are rising in the aluminium business. I 
just wanted to know if you'll actually earn any premium over the LME on the 
sale of primary metallurgy on the sale booked at just the LME price? 
 

 
Darren Davis 
Yes, so we've got a premium on all of the sales. Most of our sales are under 
the [MJP], which we saw rise from sort of the mid-80s to over 100 recently. 
This tends to be a good signal, but we are seeing some pick-up in demand. 
We do sell quite a lot of product in… not quite a lot, a significant portion of 
product into the U.S. now, particularly out of the rolling mill, which would be 
the Northwest premium, and again, that's holding up well, but all of our 
products have still got a premium to aluminium. 
 

 
Anoop Fernandes 
Okay and what's the product mix at MRC currently? I mean is it fully can 
sheets or it's a lot of those sheets in the industrial segment? Could you 
please give us a sense of that? 
 

 
Darren Davis 
Yes. The vast majority, Anoop, is can sheets, either body or in stock, mostly 
body, and the volumes to JLR are relatively modest compared to that, but 
that's just the nature of the market, so obviously, the market, the beverage 
count is much larger than automotive, particularly in the region, of course, 
where there's now automotive demand. 
 

 
Anoop Fernandes 
Okay. This substantial erosion in EBITDA in this aluminium business during 
the quarter, I mean is this all price-related, or is there some increase in the 
primary metal cost of production? I believe your gas, the gas price is due for 
an increase in this segment this year from 0.75-1.25 MMBTu, has that 
increase already kicked in? 
 

 
Darren Davis 
No, so the gas price, we expect it to increase next year, not this year. It 
would be seven years after the start. I think the big… the two big effects on 
the EBITDA margin, one is price, it does tend to feed quickly through to 



 
 
 

 
 

 
 

 
 

margins; the other is MRC, so the rolling company, just by its nature, is a 
conversion business. It typically, this industry, is single-digit EBITDA margins, 
so when you compare that to our typical EBITDA margins of 40-plus in most 
of our business, it's naturally dilutive on our margins, although the revenues 
are quite high. The other point, which I think Ali mentioned in his talk, is that 
we're now accruing for the full cost of power in the aluminium smelter since 
January. You'll recall we've had on-going discussions with the power 
provider over the last couple of years about when that was going to begin. 
We've prudently started accruing that from January 1, 2019. 
 

 
Anoop Fernandes 
Okay and just the last one on the recycling business. I mean, how should we 
model the cost there? I mean, what sort of discount to LME is scrap 
procured at, and if we’re looking at this as a standalone entity, does it break 
even at the EBITDA level? 
 

 
Darren Davis 
It does vary depending on what scrap you buy, Anoop, so obviously, there's 
a certain amount of scrap coming back from regional producers of can sheet, 
for example, so we sell them can sheet, there's scrap coming back from 
them. That's obviously very high-quality scrap. Then as you move down 
through different grades of scrap of things like used beverage cans, the 
discount normally is relatively substantial, so our preference is to maximise 
recycled material, and that tends to be very common, particularly in the 
rolling industry. A good way of increasing your margins is to increase the 
amount of scrap utilisation, and actually we're working now to increase our 
scrap utilisation in the business. 
 

 
Anoop Fernandes 
So would the scrap cost be around 80% of the LME price? 
 

 
Darren Davis 
It varies from month-to-month, depending on the mix, but that's not too far 
off as a sort of working assumption. 
 

 
Operator 
Our next question comes from Mr Said, Al Rayan Investment. Please go 
ahead. 
 

 



 
 
 

 
 

 
 

 
 

Mr Said 
My question is regarding the cost, which has increased after the start of 
commercial operation of Wa’ad Al Shamal and the rolling mill. I just need to 
know, is it one-off, or do you see a similar sort of cost we will see in the 
coming quarters? 
 

 
Darren Davis 
So Said, other than raw materials, obviously, which can vary, and particularly 
sulphur for Wa'ad Al Shamal, yes, those costs would be… would continue 
into further quarters. 
 

 
Mr Said 
Okay, so it means that raw material cost will not be… it will be… move up 
and down, but [others are there]? 
 

 
Darren Davis 
Yes. 
 

 
Mr Said 
So that means, why, because these plants, as you were saying, in the past 
quarters, they are operating at high… at least at 80%, 85% of the utilisation 
rate, so why they're still… the cost is too big that it could eat up all the 
profits? 
 

 
Darren Davis 
Well, the two big elements you see are depreciation and financial costs, so if 
you think Wa’ad Al Shamal, in particular, that's a total investment of $8 
billion. Now some of that was already being depreciated from the P&L 
because of the ammonia. I think, Ali, over $6 billion has moved from capital 
work in progress to total asset, into fixed asset, so that's now being 
depreciated, so there's capital charge there, and then on the financial 
charges, how much was that per quarter? 
 

 
Ali Al-Qahtani 
100-something. 
 

 
Darren Davis 
160-odd-million riyals? 



 
 
 

 
 

 
 

 
 

 

 
Ali Al-Qahtani 
Yes. 
 

 
Darren Davis 
So those two, and it's really… the cost of capital is coming through. That's 
the wasting of the impact. Now there's still some optimisation. In Q1, Wa’ad 
Al Shamal was not operating at full capacity, as you can see. By the end of 
the quarter and early April, we’ve solved a lot of those problems, but there's 
still more optimisation to do and particularly as we see ammonia prices 
recover, they were very low in Q1, and potentially an improvement in 
phosphate price, you'll start to see again that effect you’ve seen in the past 
in Ma'aden, which is our cost base tends to be fairly sticky, so prices have a 
big impact on our profitability when they move. 
 

 
Operator 
Our next question comes from Sashank Lanka, Bank of America Merrill 
Lynch. Please go ahead. 
 

 
Sashank Lanka 
I have two questions. The first question is could you give us some colour on 
the operating rates of the Wa’ad Al Shamal plant in the first quarter? You did 
guide for about 2.5-2.7 million tons run rate for the full year, so are we still 
on track for that for the same production levels for this year from the Wa'ad 
Al Shamal plant? That's my first question, and the second question is on the 
aluminium power cash costs. I understand that we are now realising the new 
costs. You did guide for about SAR 80 million per quarter last year, so what 
did you realise as an additional cost base fund increase in power cash costs 
for Q1 '19? 
 

 
Darren Davis 
Look, I'll let Ali answer the second question. Just on the Wa’ad Al Shamal run 
rate, if you look at the production numbers we've put in the presentation, 
you can work out that Wa’ad Al Shamal was running at sort of 65-70% in Q1, 
but as I said, it has improved a lot, particularly in the last few weeks as we go 
into Q2, so that's roughly what it was doing, so at the moment, we're not 
expecting any big change to our initial expectations for production out of 
Wa’ad Al Shamal for the year, and on the... 
 

 



 
 
 

 
 

 
 

 
 

Ali Al-Qahtani 
The power cost, as Darren mentioned, we start to provide accrual from this 
year as it's not yet included with the power provider, the financial 
operations, but we start providing accrual from this quarter, and it's about 
$46 per megawatt addition to the power cost. 
 

 
Darren Davis 
How much in riyal per quarter? 
 

 
Ali Al-Qahtani 
In riyal, around SAR 60-70 million. 
 

 
Sashank Lanka 
And that's per quarter, the impact, right, the SAR 60-70 million? 
 

 
Ali Al-Qahtani 
Yes. Per quarter, yes. 
 

 
Operator 
Our next question comes from Rajat Bagchi, NBK Capital. Please go ahead. 
 

 
Rajat Bagchi 
I have a couple of questions. The rolling mill business, could you just 
highlight what's the current utilisation rate, and I would also like to know the 
full year impact in terms of the acquisition and finance cost for the rolling 
mill business. A second question would be on the financing mix for funding 
the Meridian acquisition. 
 

 
Darren Davis 
Okay. I'll let Ali again comment on the impact from the financials. MRC is a 
difficult one to say what utilisation rate as these plants are not really like 
petrochemical plants, so there's not really a nameplate capacity. It was 
originally designed to produce about 380,000 tons. We think it could actually 
do quite a lot more than that, and based on the Q1 run rate, we'd expect to 
produce about 300,000 tons this year, maybe a little bit more. Ali, if you 
want to... 
 

 



 
 
 

 
 

 
 

 
 

Ali Al-Qahtani 
For the impact of depreciation of MRC, it's about 50 million per quarter, and 
also the financial charges are the same. It's about SAR 50 million. 
 

 
Darren Davis 
And just on your final question, Rajat, the Meridian acquisition, we're 
expecting to finance through cash on hand. 
 

 
Operator 
Our next question comes from Nour Eldin Sherif, Arqaam Capital. Please go 
ahead. 
 

 
Nour Eldin Sherif 
If you can just give us some detail on the rolling mill again, on the economics 
of the rolling mill, so what conversion rate should we expect going forward, 
from primary aluminium to the finer products, and on the other side, what 
level of premium should we expect to the primary aluminium? 
 

 
Darren Davis 
So MRC, you mean how much it's consuming within the… of the primary 
aluminium that's produced by the smelter. I mean typically, the conversion 
rates for can sheets are sort of in the 75% range. That's normally the 
recovery rate, so the rest of that would be scrap back into the casthouse, if 
that's what you're looking for, Nour Eldin? 
 

 
Nour Eldin Sherif 
It's good. Yes. Yes. 
 

 
Darren Davis 
So the second part of your question was about the premiums. Yes, I mean, 
all our products attract a premium, all the physical product we sell. As I said, 
the premiums have risen recently over Q1, which is a good sign, but it's too 
early to say where those premiums will be for the rest of the year. 
 

 
[No further questions] 
 

 
Darren Davis 



 
 
 

 
 

 
 

 
 

Thanks, everyone again for taking the time to join us. A tough quarter and 
it's our pleasure to explain what's going on with the business. I think we're 
heading into a better quarter in terms of production, and we're seeing some 
signs of strengthening in prices, as we mentioned. Thanks again for your 
questions and we look forward to meeting many of you in the upcoming 
conference season. It's always a pleasure to see you in person and we look 
forward to seeing you at some of those events. Thanks very much. 
 

 


