
 

1 / 5 pages kindly refer to the important disclosures and disclaimers on back page

 

    

 

   

 

results review 
   

    

 Net Income Broadly in Line 
NSCSA’s 2Q2010 revenues came in at SAR557 million, 21% ahead of our forecast due 
to a stronger-than-expected performance at the VLCC division. However, gross 
operating income came in 6% below our estimate at SAR149 million. Here, despite a 
better-than-expected performance from VLCCs, liner and petrochemical disappointed. 
Overall, net income came in at SAR132 million, 6% ahead our forecast on lower-than-
forecasted finance charges. 

 VLCC Division Drives Earnings Growth, But Outlook is Mixed 
The VLCC division’s Y-o-Y improved results is explained by a recovery in VLCC rates, 
which rose to an average of cUSD55,000/day in 1H2010 from an average of 
cUSD32,000/day in 2009. However, in recent weeks the market weakened once again 
and VLCC day rates fell back to USD23,000/day and, while this may be a short-term 
move, significant downgrades are likely should day rates remain at current levels. 

 No Changes to Our FY Forecasts 
Despite the recent weakness in day rates, we refrain from changing our FY numbers as 
VLCC rates can be volatile. For instance, at the start of 2010, day rates rallied up to 
USD80,000/day, only to fall back to USD40,000/day in subsequent weeks. The YTD day 
rate average stands at USD52,000/day, and we are currently forecasting an average day 
rate of USD50,000/day for 2H2010. 

 Yield to Support Stock in Short Term; Maintain Neutral Rating 
Overall, the group delivered a solid set of results; however, given the sudden drop in day 
rates, investors may want to take profits at these levels. That said, we suspect that the 
downside potential is limited given the stock yields more than 5% and with this in 
mind, we reiterate our Neutral rating and our fair value of SAR18.9. 
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STOCK DATA  

Price SAR17.75*

Fair Value SAR18.9

Last Div. / Ex Date SAR1.0 on 04 April 2010

Mkt. Cap / Shares (mn) SAR5,591 / 315

Av. Mthly Liqdty (mn) SAR422

52-Week High / Low SAR21.4 / SAR16.3

Bloomberg / Reuters NSCSA AB / 4030.SE

Est. Free Float 71.9%
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QUARTERLY FIGURES  

(SAR mn) 2009a 2010a/e

Q1 151.0 130.3
Q2 107.7 132.2
Q3 56.0 115.0 
Q4 54.6 112.7 

 
KEY FINANCIAL HIGHLIGHTS 

December Year End (SAR mn) 2009a 2010e 2011e 2012e

Revenue  1,672 1,843 2,198 2,349 

EBITDA 637 952 1,217 1,318 

Net Income  369 490 639 711 

EPS (SAR) 1.17 1.56 2.03 2.26

EPS Growth  -51% 33% 30% 11%

DPS (SAR) 1.00 1.10 1.25 1.40

P/E* (x) 15.1 11.4 8.7 7.9

EV/EBITDA  15.8 10.6 8.3 7.6

ROE 7% 9% 12% 12%

P/CF* (x) 12.8 6.1 4.9 4.5

Div. Yield 5.6% 6.2% 7.0% 7.9%

Net Debt  3,977 4,055 4,282 3,554 
 

*Prices as at 20 July 2010 

Source: National Shipping Co. of Saudi Arabia (NSCSA), EFG Hermes estimates 
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I. 2Q2010 RESULTS REVIEW 

The company’s stronger-than-expected top line performance is largely explained by strong 
revenues at the VLCC division, but the key focus, in our view, should be on the gross operating 
line, as revenues can fluctuate depending on the type of charter contract. For example, some 
charterers will opt to pay for their own fuel when hiring a vessel, (resulting in a lower average 
day rate), while others will prefer the ship-owner to handle all aspects of ship management 
(resulting in a higher average day rate). This can result in a volatile top line, but earnings 
should be broadly the same as costs are simply passed on by the ship-owner. 

Moving onto the gross operating income line, VLCC income came in 32% ahead of our 
estimate at SAR134 million, which suggests that NSCSA was able to deploy its vessels on 
higher-yielding routes. For instance, our day rate estimate of USD50,000/day for VLCCs is 
made up of an average of different routes where day rates can vary from USD25,000/day (Gulf 
to US) to USD80,000/day (Gulf to Far East). Elsewhere, the improvement in the liner division’s 
revenues, up 28% Q-o-Q, failed to translate into an improvement in profits and it remains 
loss-making. In addition, we expected a stronger performance from the petrochemical division 
after a recovery in the market, but again this failed to materialise. 

Net income came in 6% ahead at SAR132 million due to lower-than-expected finance and 
zakat charges. Despite taking on more debt, NSCSA appears to be paying lower finance 
charges compared to a year ago, which is mainly explained by a decline in the benchmark 
SAIBOR. Overall, while we may tweak our numbers, incorporating the company’s results, we 
are unlikely to change our FY forecasts unless VLCC day rates remain sustainably at or above 
current levels. 

VLCC division continues 
to drive earnings, but 

liner and petrochemicals 
continue to lag
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FIGURE 1: NSCSA 2Q2010 INCOME STATEMENT 
In SAR million, unless otherwise stated 

 2Q09a 1Q10a 2Q10a Y-o-Y Q-o-Q 2Q10e Variance

   

Operating Revenue  361 512 557 54% 9% 460 21%

VLCC 221 380 405 83% 7% 291 40%

Liner Service 65 67 86 33% 28% 72 21%

Petrochemicals Carriers  75 65 65 -12% 1% 97 -33%

Gross Operating Income 102 138 149 46% 8% 158 -6%

VLCC 67 124 134 102% 8% 102 32%

Liner Service (13) (12) (13) -1% 7% 4 -461%

Petrochemicals Carriers 48 26 28 -43% 7% 53 -48%

G&A Expenses (22) (24) (24) 13% 3% (22) 12%

Operating Income 80 114 124 55% 9% 136 -9%

Equity Share of Affiliates 28 17 8 -73% -54% 6 36%

Other Income (Expense) 19 4 0 -99% -93% 22 -99%

Finance Charges (21) (14) (12) -41% -8% (35) -64%

Income before Bunker Subsidy 106 121 120 13% -1% 129 -7%

Bunker Subsidy 17 21 25 41% 17% 22 11%

Income before Zakat and Tax 124 142 145 17% 2% 151 -4%

Provisions for Zakat and Tax (9) (8) (9) 0% 8% (18) -52%

Income before Minority interest  115 134 136 18% 2% 133 2%

Minority Interest (7) (3) (4) -48% 13% (8) -52%

Net Income for the Year 108 130 132 23% 1% 125 6%
 

Source: National Shipping Co. of Saudi Arabia (NSCSA), EFG Hermes estimates 
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DISCLOSURES 
I, Redwan Ahmed, hereby certify that the views expressed in this document accurately reflect my personal views about the securities and companies that are the 
subject of this report. I also certify that neither I nor my spouse or dependants (if relevant) hold a beneficial interest in the securities that are traded in the Tadawul 
stock exchange. EFG Hermes Holding SAE hereby certifies that neither it nor any of its subsidiaries owns any of the securities that are the subject of this report. 

Funds managed by EFG Hermes Holding SAE and its subsidiaries (together and separately, "EFG Hermes") for third parties may own the securities that are the 
subject of this report. EFG Hermes may own shares in one or more of the aforementioned funds or in funds managed by third parties. The authors of this report 
may own shares in funds open to the public that invest in the securities mentioned in this report as part of a diversified portfolio over which they have no 
discretion. The Investment Banking division of EFG Hermes may be in the process of soliciting or executing fee earning mandates for companies that are either the 
subject of this report or are mentioned in this report. 

DISCLAIMER 
This Research has been sent to you as a client of one of the entities in the EFG Hermes group. This Research must not be considered as advice nor be acted upon by 
you unless you have considered it in conjunction with additional advice from an EFG Hermes entity with which you have a client agreement. 

Our investment recommendations take into account both risk and expected return. We base our fair value estimate on a fundamental analysis of the company's 
future prospects, after having taken perceived risk into consideration. We have conducted extensive research to arrive at our investment recommendations and fair 
value estimates for the company or companies mentioned in this report. Although the information in this report has been obtained from sources that EFG Hermes 
believes to be reliable, we have not independently verified such information and it may not be accurate or complete. EFG Hermes does not represent or warrant, 
either expressly or implied, the accuracy or completeness of the information or opinions contained within this report and no liability whatsoever is accepted by EFG 
Hermes or any other person for any loss howsoever arising, directly or indirectly, from any use of such information or opinions or otherwise arising in connection 
therewith. Readers should understand that financial projections, fair value estimates and statements regarding future prospects may not be realized. All opinions 
and estimates included in this report constitute our judgment as of this date and are subject to change without notice. This research report is prepared for general 
circulation to the clients of EFG Hermes and is intended for general information purposes only. It is not intended as an offer or solicitation or advice with respect to 
the purchase or sale of any security. It is not tailored to the specific investment objectives, financial situation or needs of any specific person that may receive this 
report. We strongly advise potential investors to seek financial guidance when determining whether an investment is appropriate to their needs. 

 



 

 

GUIDE TO ANALYSIS 
EFG Hermes investment research is based on fundamental analysis of companies and stocks, the sectors that they are exposed to, as well as the country and 
regional economic environment. 

Effective 16 December 2009, EFG Hermes changed its investment rating approach to a three-tier, long-term rating approach, taking total return potential together 
with any applicable dividend yield into consideration. 

In special situations, EFG Hermes may assign a rating for a stock that is different from the one indicated by the 12-month expected return relative to the 
corresponding fair value. 

For the 12-month long-term ratings for any investment covered in our research, the ratings are defined by the following ranges in percentage terms: 

Rating    Potential Upside (Downside) % 

Buy    Above 15% 

Neutral    (10%) and 15% 

Sell    Below (10%) 

EFG Hermes policy is to update research reports when appropriate based on material changes in a company’s financial performance, the sector outlook, the general 
economic outlook, or any other changes which could impact the analyst’s outlook or rating for the company. Share price volatility may cause a stock to move 
outside of the longer-term rating range to which the original rating was applied. In such cases, the analyst will not necessarily need to adjust the rating for the stock 
immediately. However, if a stock has been outside of its longer-term investment rating range consistently for 30 days or more, the analyst will be encouraged to 
review the rating. 

COPYRIGHT AND CONFIDENTIALITY 
No part of this document may be reproduced without the written permission of EFG Hermes. The information within this research report must not be disclosed to 
any other person if and until EFG Hermes has made the information publicly available. 

CONTACTS AND STATEMENTS 
Background research prepared by EFG Hermes UAE Limited. Report prepared by EFG Hermes Holding SAE (main office), Building No. B129, Phase 3, Smart Village, 
KM 28, Cairo-Alexandria Desert Road, Egypt 12311, Tel +20 2 35 35 6140 | Fax +20 2 35 37 0939 which has an issued capital of EGP 1,939,320,000. 

Reviewed and approved by EFG Hermes KSA (closed Joint Stock Company) which is commercially registered in Riyadh with Commercial Registration number 
1010226534, and EFG Hermes UAE Limited, which is regulated by the DFSA and has its address at Level 6, The Gate, DIFC, Dubai, UAE. The information in this 
document is directed only at institutional investors. If you are not an institutional investor you must not act on it. 
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