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We view OCI’s move to launch an exchange offer for its global 

depository receipts (GDRs) as an initiative to hasten the 

demerger between its construction and fertilizer arms, which 

currently remain stalled pending the resolution of issues over 

taxes and natural gas pricing in Egypt. However, looking at the 

various probable outcomes, a swift EFSA approval (following a 

possible upward revision in the price from EGP280/share) 

would be beneficial to Egypt from a macroeconomic 

perspective (through USD1-2bn of inflows to the CBE). 

Although the deal would mean a 6-7% drop in daily market 

volumes on the EGX, which would impact the 

brokerage/investment banking industry, we view this as a 

short-term phenomenon that would ultimately be offset by 

rebalancing of portfolios into other attractive Egyptian stocks. 

As OCI is focused on a demerger, follow-on M&A activity 

seems likely if the EFSA gives its nod to the current transaction 

or if it approves the demerger locally. 

OCI’s tender offer/share exchange: Help or hindrance for Egypt? 

 

Probable outcomes of OCI’s proposed tender offer/share exchange 

for 25% of shares listed in Egypt: 

Scenario 1 

EFSA immediately approves the offer for EGP280/share, resulting 

in a USD1-2bn (the cash part of the tender offer) FX inflow into 

Egypt, bolstering depleting reserves. Much of this would be 

reinvested elsewhere on the EGX. The government would then deal 

with other contentious issues later, resulting in a likely USD3.7bn 

overall gain for Egypt. 

In our opinion, this is a reasonably likely outcome, as the prospect of 

USD1-2bn in FX inflows would be tempting, offering much-needed 

relief to the central bank's depleted FX reserves. Further, with OCI’s 

main listing elsewhere, the government may feel emboldened to tackle 

the natural gas pricing issue and the question of capital gains tax 

(USD2bn). Directly or indirectly, this would ultimately translate to an average total gain of USD3.7bn (refer Fig. 1) to Egypt in the 

medium term.

 OCIC vs. EGX 30 Rebased 
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 Market Price (EGP) 272.23 

 Target Price (EGP) 280.00 

 Upside Potential 2.9 

 Free Float 30 

 Market Cap. (EGPm) 56,879 

 Market Cap. (USDm) 8,574 

 Reuters Code OCIC.CA 

 Bloomberg Code OCIC EY 

   

 Year to 31-Dec 2010a 2011a 2012f 2013f 2014f 

Revenue (EGPm) 27,891 33,261 33,031 39,525 40,699 

Revenue (% Δ) 31.1 19.3 (0.7) 19.7 3.0 

EBITDA (EGPm) 6,002 8,301 7,449 10,390 10,604 

EBITDA Margin (%) 22.1 25.0 22.6 26.3 26.1 

EPS (EGP) 16.3 19.7 24.4 25.8 27.2 

EPS (% Δ) 36.1 26.1 24.1 5.9 5.1 

P/E  17.7 13.7 11.1 10.4 9.9 

P/BV 3.4 2.8 2.6 2.4 2.2 

EV/EBITDA 12.1 8.4 9.4 6.7 6.6 

ROE (%) 19.2 22.0 25.7 25.0 24.2 

Net debt/EBITDA (x) 1.9 0.8 0.6 0.5 0.3 

Dividend yield 409.7 5.6 6.1 5.0 6.2 

Closing price as of 20 January 2013  

Source: Company data, Naeem estimates 

Figure 1: Summary of the probable outcomes 

Scenario Outcomes Likelihood 

1 EFSA approves at EGP280/share Medium to high 

2 EFSA rejects and then approves at EGP300/share High 

3 EFSA rejects arbitrarily Low 

4 
EFSA and OCI quickly sort out issues across the 

table and approve the local demerger  
Medium to high 

 

Source: Naeem Research 
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Scenario 2 

EFSA first rejects the offer, and then approves it on the condition that the price be revised upwards, closer to 

EGP300/share. Egypt would then get approximately USD2bn in an immediate FX infusion. The rest of this scenario 

would be the same as Scenario 1.  

In this scenario, the EFSA may reject the deal by saying that the EGP280/share price is too low, and with the majority owners 

benefiting otherwise from the deal (through fees, etc), that minorities are at a disadvantage.   

Under this scenario, the EFSA would likely demand an independent evaluation of the company’s fair value, which could take 

some time. Nevertheless, the maximum upside to the valuation would be c. EGP300/share, in our view, assuming best-case 

scenarios for the group’s operations and no negative outcomes from the capital gains tax and natural gas pricing disputes.  

Once this process is completed, the outcome is essentially the same as Scenario 1 above, except that the likelihood of investors 

opting for cash (rather than a share exchange) would be higher.  We believe this scenario is the most likely to unfold, given that 

it would mean higher USD receipts into Egypt.  

 

 

Figure 2: Given below is a summary of our opinion on likely outcomes 

Outcomes Benefits/risk to Egypt Benefits/risks to OCIC Likelihood 

EFSA approves the proposal 

at EGP280/share 
a. Immediate USD1-2bn FX 

boost to the CBE 

b. Likely payments from 

capital gains taxes still a 

possibility  

c. Withdrawal of natural gas 

feedstock concessions, if 

implemented, would add 

fiscal savings of USD250m 

p.a. for Egypt 

a. Quicker resolution to its 

demerger plans 

b. Likely exit from construction 

post the demerger could 

add USD2bn in cash 

c. Improved bargaining power 

with Egyptian authorities, as 

US/foreign investors would 

have higher ownership 

Medium to high 

EFSA rejects the proposal but 

approves it at EGP300/share 

a. A higher amount of FX 

(closer to USD2bn) inflow 

will boost CBE reserves 

b. Same as points b. and c. 

above 

Same as all the points above High 

EFSA rejects deal out of hand a. The opportunity cost of 

having to forego USD2bn 

of much needed fiscal 

liquidity 

b. Deadlock on taxes and 

natural gas prices 

continues 

c. OCI may choose to 

completely delist from the 

EGX 

Status quo is maintained, but 

with an increased probability of 

OCIC completely delisting from 

the EGX 

Low 

EFSA and OCI quickly sort 

out outstanding issues and 

approve the local demerger  

a. The opportunity cost of 

having to forego USD2bn 

of much needed fiscal 

liquidity  

b. OCI continues to be traded 

normally in Egypt but as 

two separate entities 

a. Status quo is maintained, 

but with OCIC being listed 

as two entities 

b. An exit from any asset 

would not attract taxes 

Medium to high 

 

Source: Naeem Research 
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What’s in it for Egypt? Quite a lot, actually 

a) Assuming natural gas subsidies for EFC and EBIC are ultimately removed and priced at USD6/mmBtu (versus an average of 

USD1.4/mmBtu now), this could mean a windfall for Egypt. Based on the current gas price of USD6/mmBtu supplied to other 

industries, it costs roughly USD280m to subsidize OCI’s fertilizer plants each year. The present value of these subsidies over a 

15-year horizon (at a cost of capital of 17%) amounts to USD1.7bn.  

b) Capital gains taxes of c. USD1bn on the Lafarge sale. Tax authorities are claiming USD2bn as taxes that OCI allegedly evaded 

– assuming a deal is struck halfway, the government could reap another USD1bn. Without this issue being resolved, 

downside/upside risks to the stock will continue no matter where the company is listed. The final amount payable could also 

depend on the outcome of the natural gas subsidy issue noted above.  

c) Egypt would gain USD1-2bn of FX, assuming all Egyptian retail investors opt for cash (either at EGP280/share or a revised 

EGP300/share). Much of this could be reinvested in the EGX or indeed into a recovering real estate market. Investors are 

likely to recycle proceeds into stocks such as CIB, CCAP, JUFO, SWDY, ETEL and EKHO.  

OCI gets what it wants… 

For OCI, this would mean an instant solution to demerge its fertilizer and construction entities in Amsterdam, where we 

understand the demerger would take not more than three weeks after EFSA approves the deal in Egypt.  

 

…but these have to be weighed against the loss in trading volumes and portfolio inflows into Egypt through OCI  

OCI generates roughly 7% of the total market volume on an average trading day, as just 25% of its shares are listed on the EGX 

(the rest trade through GDRs in London). Current trading patterns indicate that OCIC’s total annual traded volumes stand at 

around USD1.4bn. Roughly 30% of these trades come from foreign institutions. Assuming the EGX 100 normalises with a daily 

trading volume of EGP1bn (versus about EGP500m currently) post the IMF loan, we estimate a daily trading volume specific to 

OCI equivalent to USD10m. With foreign institutions accounting for 30% of the cash market, this implies USD3m in daily FX 

volumes or USD850m in annual foreign trading volumes in Egypt. 

 

 

 

 

 

 

 

Figure 3: The USD3.7bn of FX and fiscal gains for Egypt 
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Although the move appears negative from a short-term market activity perspective and would be a concern to brokers, we do 

not view this as a problem that will persist for long. The immediate loss in EGX’s trading volumes should, in our opinion, be 

quickly countered by rebalancing into other EGX-listed stocks. Gainers from this could be locally traded names such as CIB, 

CCAP, JUFO, SWDY, ETEL and EKHO.  

Scenario 3 

EFSA rejects the deal out of hand 

Although we think the probability is relatively low, it is possible that the ESFA could just disqualify the tender offer citing, for 

instance, ongoing disputes regarding capital gains taxes and natural gas pricing. In addition to this, indirectly, Egyptian 

authorities could arm-twist the group into quickly resolving the issues related to taxes and gas pricing by just stopping/ 

interrupting gas supplies to EFC and EBIC and/or stopping payments on contract receivables in Egypt. If the EFSA and the 

government go down this route, OCI may well take the case to the International Courts for Arbitration, as the Sawiris family has 

done in the past over the Mobinil stake and is now threatening to do so in the Djezzy dispute. We do not think this scenario 

does any party any favours and the probability of its being realized is therefore low, but it certainly cannot be ruled out amidst 

Egypt’s current volatile environment. 

Scenario 4 

OCI and the Egyptian authorities quickly come to an agreement over the main issues and approve the demerger 

As we said in a previous note, the move by OCI could also be seen as a gambit to force the government to the table to resolve 

the various outstanding issues and speed up the approval of the demerger.  

The government will today weigh the negative implications on portfolio inflows into Egypt and the impact on the investment 

banking industry as a whole, against a possible immediate remedy to its depleted FX reserves and longer- term benefits to the 

fiscal deficit. In our view, the latter is likely to win, but post-revolution decision making by the government is far from clear cut. 

Further, we believe that there is a “face-saving” aspect to this too, and the government may be worried that OCI’s move to list 

outside Egypt may signal that its key corporations and entrepreneurs are deserting a sinking ship.   

 

Figure 4: Likely implication of OCI's delisting from the EGX 
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What’s in it for OCI?  

EFSA approval would immediately result in OCI being able to apply for a demerger in Amsterdam and then complete the entire 

transaction within two or three weeks from the date of approval. OCI’s desire to demerge its fertilizer and construction entities 

as soon as possible increases the likelihood of further M&A activity after the split. The main priorities for OCI following the 

demerger could be 

1. Exiting construction as OCI could already have an interested buyer (foreign or local). This would fetch the group c. USD2.1bn 

in cash, which could be utilized to fund the group’s planned investments in the US, Brazil, or even in completely new 

organic/inorganic expansions.  

2. Exiting its Egyptian fertilizer assets, EFC and EBIC, through a sale to a foreign entity such as IQ’s QAFCO, Sabic’s SAFCO or 

Russian fertilizer giant Uralkali. This would generate a cash inflow of USD3.2bn as enterprise value. However, we believe this 

can only happen after the natural gas feedstock pricing and continuity issues are sorted out. The court ruling on the 

disputed natural gas contract is due within the next two to three months.    
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Disclosure Appendix 

Disclaimer 

This report is based on publicly available information. It is not intended as an offer to buy or sell, nor is it a solicitation of an offer to buy or sell 

the securities mentioned. The information and opinions in this report were prepared by the NAEEM Research Department (“NAEEM”) from 

sources it believed to be reliable at the time of publication. NAEEM accepts no liability or legal responsibility for losses or damages incurred 

from the use of this publication or its contents. NAEEM has the right to change opinions expressed in this report without prior notice. 

This research report (including all appendices) contains information that is intended to be conveyed only to the intended recipients, which 

insofar as the United Sates is concerned, are “major U.S. institutional investors” (i.e., U.S. institutional investors having total assets under 

management in excess of USD100 million, or investment advisers that are registered with the U.S. Securities and Exchange Commission and 

have total assets under management in excess of USD100 million). If the reader or recipient of this research report is not the intended recipient, 

please notify Naeem immediately, and promptly destroy this research report without retaining any portion in any manner. The unauthorized use, 

dissemination, distribution or reproduction of this research report by any person other than the intended recipient is strictly prohibited. 

Analyst Certification  

The primary research analyst/analysts covering the company (or companies) mentioned in this report certify that their views about the company 

(or companies) and their securities are accurately expressed. Further, no part of their compensation, whether pecuniary or in-kind, was, is, or will 

be, directly or indirectly related to the recommendations or views expressed in this research report. Unless otherwise stated, individuals listed on 

the front cover/page of the report are the research analysts. 

Stock Ratings 

NAAEM believes that an investor’s decision to buy or sell a stock should depend on individual circumstances (including, but not limited to the 

investor’s existing holdings and financial standing) and other considerations. Different securities firms use a range of rating terms and rating 

systems to describe their recommendations. Investors should carefully read the definitions of the ratings used in each report. In addition, since 

NAEEM’s research reports contain complete information about the analyst’s views, investors should read NAEEM reports in their entirety, and 

not infer the contents from the ratings alone.  Ratings (and/or research) should not be relied upon as an investment advice. 

NAEEM assigns ratings to stocks on the following basis: 

Rating Upside/Downside potential Rating distribution as of xx July 2011 

BUY >20% 38% 

ACCUMULATE >10% to 20% 13% 

HOLD +10% to -10% 44% 

REDUCE <-10% to -20%  0% 

SELL < -20%  6% 
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