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New investment programme in the pipeline

Laszlo F. Kovacs: BorsodChem is on a sound growth path 

The new EUR 300 million investment programme to be implemented by BC in the three years starting from September 2006 would cover the launch of a new business and expand the company’s current site, said CEO Laszlo F. Kovacs. He considers BC to be the strongest bidder in the tender for Oltchim of Romania but would not be very disappointed if the tender was won by another company. 

The Q3 flash report published by BC yesterday included results somewhat below analyst expectations. You have recently called analysts to update their sales models. Did your letter have any impact on their approach? 

I wanted to warn analysts that our situation had largely changed in the period between January and June-July 2005. We held two or three presentations to analysts late summer to highlight market processes. Then we sent the slides to analysts to help them adjust their forecasts accordingly. When we returned to the stock exchange last autumn (with VCP reducing its stake from over 90% to 23%) many analysts prepared forecasts about BC but this year few forecasts were published about us. With respect to recent changes in the market, I thought it would have been necessary to adjust expectations. I did not think this letter would reach the general public, but it did not include any confidential data anyway. Since then, several analysts have published new forecasts. 
Evaluating BC’s performance in the first six months of the year you said the second half of the year will not be plain sailing. You mentioned high energy prices as the greatest challenge. To what extent did your prognosis prove to be accurate? 

Early this year I warned market players not to multiply Q1 results by four. Last year’s explosion of oil prices was followed by a lower oil price level coupled with steadily high product prices. As our costs declined, we posted an outstandingly good quarterly profit. I still think that our profitability will follow the U curve this year. Q3 saw figures similar to those in Q2, but the last three months are expected to bring better results. 

What about market trends this year? What changes do you expect in the price of your raw materials in the near future?

PVC prices were dropping in Q2, but the process has turned since. Suppliers had some major breakdowns which created a demand-driven market for PVC. As a result, we had increasing profits in August and September, and expect this trend to continue in the rest of the year. The price of TDI reached an all-time-low this year. The tide turned in September when major US suppliers had downtimes and prices started to rise. I hope to close this year with a price level of EUR 1,700 which corresponds to the price of TDI at the beginning of the year. The price of MDI is expected to decline in the middle of 2006 because of some new capacities to be commissioned in China (about 250,000 tons) which will have an impact on world market prices. Nevertheless, MDI is a highly profitable product and its position will not be shaken by a minor drop in price. All in all, BC is on a sound growth path. New capacities are being established. We will increase our MDI capacity from 60,000 tons to 160,000 tons, while the ethylene volume purchased from TVK is also going to rise to about 140,000 or 150,000 tons. MDI and TDI account for an increasing proportion of our output. Back in 2001, BC produced 60,000 tons of isocyanates and 300,000 tons of PVC per year. By now, this ratio of 1:5 changed to 1:1.6, as in 2005/2006 we expect to produce 160,000 tons of MDI and 90,000 tons of TDI, while our PVC output will be 400,000 tons. This is a welcome development, as high energy costs are easier to integrate into MDI and TDI prices, and price fluctuations are also easier to manage in these markets. 

Q3 was very eventful for BC. After a tender process of nearly two years, you acquired Petrochemica Balchownia of Poland. Some analysts put the purchase price to HUF 5 to 9 bn. Are they right? 

Since the price is confidential, all I can say is that we bought the company at a competitive price. The investment is likely to earn its returns in a short time due to existing synergies. I hope this company to generate revenues of about HUF 1 bn per year. We plan to implement capacity expansion and quality improvement projects at a total value of about EUR 10 million. The results of these projects are likely to show in late 2006 and early 2007. This way, we will be able to obtain raw materials for our isocyanate products within the company group. Nevertheless, we continue to purchase raw materials also in the open market. 

Your MDI and VCM plants will start operation soon, your chlorine facility will be launched next year. What are your plans for the future? 

We have to decide which way to go. Whether to expand our isocyanate capacity through in-house investment or focus on acquisitions. Acquiring Oltchim would address this need. We also have to decide where to expand our site: in Kazincbarcika, in Ostrava or find a new site somewhere else. As energy prices are lower in Poland and in the Czech Republic, it would be more reasonable to invest in these countries rather than in Hungary. It’s been our long-nurtured plan to expand our portfolio with a new product matching our existing product mix. Negotiations are underway about a new product line which will be announced to the public in the middle of next year. We intend to spend EUR 300 million on new projects in the three years starting from September 2006. 

Does this amount include the sum allocated for purchasing Oltchim? 

No, it does not. This amount covers the launch of a new business line and site expansion. If we win the tender for Oltchim, we have sufficient funds to finance the deal. These three projects, however, would strain our budget combined. BC is not indebted, its indebtedness ratio is currently 0.35. This ratio can be safely increased to 0.6 to 0.7. In addition, the company has a large cash flow generating potential.

How likely do you think it is that you will win the tender for Oltchim? 

If the decision is based on business considerations, BC would be an ideal new owner for Oltchim. Oltchim's business fits well with BC's profile – it manufactures the “A” component of isocyanates. Our presence would also be highly favourable for the Romanian chemical sector as Oltchim is not able to produce isocyanates alone. If the decision is based on political considerations, however, BC is not likely to be selected as the winning bidder. Our governments have been getting closer recently which may also improve our chances. Nevertheless, I would not be very disappointed if Oltchim was acquired by another company. We have the power to grow without Oltchim, too. In 1993, our revenues totalled USD 130 million. In 2006, I expect to collect revenues as high as USD 1 bn. 

The former owner of Petrochemica Balchownia, Ciech also demonstrated its interest in Oltchim. What if this company uses the purchase price just received from BC to beat you in the tender for the Romanian company? 

Ciech is not likely to bid in the tender for Oltchim. It sold Petrochemica Balchownia because it wants to withdraw from this market and focus on inorganic products instead. Analysts also considered Petrochemica Balchownia the odd one out in Ciech’s portfolio. I would be very surprised if they wanted to buy Oltchim. 

Do you have any acquisition target other than Oltchim? 

We have no other acquisition plans. Last year, we considered buying Zachem of Poland but finally decided not to get involved. We were offered a German PVC manufacturer but it makes no sense for us to expand westward. We are interested in expansion to Romania, Russia, the Ukraine and the Baltic states only. We do not want to buy a company only to increase our revenues. Moreover, PVC is no longer an engine of growth in the chemical sector. 

Q3 brought changes also in BC’s ownership structure. Firthlion Ltd., the company of Megdet Rahimkulov has a 12.32% share in BC to be expanded to as high as 15 to 16%. And Mr. Rahimkulov wants to sell his stake at a high yield in the future. He will also delegate a representative to the Board of Directors at the GM of BC on 25 November. Will his manoeuvres influence your investment programme in any way?

  Mr. Rahimkulov wants to sell his stake at a higherfility improements
Megdet Rahimkulov has been a shareholder in BC since 2000. Earlier he used to hold a 2 to 3% stake. If he wants to increase his presence in BC as a financial investor, it is a good sign as he has always been very successful with his investments in Hungary. This means he has a high opinion of BC’s growth prospects. It is just natural that he wants to delegate a representative to the Board, but this person is likely to follow the example of VCP and refrain from intervening in management matters. It is understandable if Mr. Rahimkulov wants to get information on the expected return of our investment projects. VCP has also evaluated our ongoing EUR 100 million investment programme several times. 

Your GM will also decide about a new treasury share purchase programme in November. What is your motive behind this programme? What share price do you consider realistic for BC? 

The Board was authorised to purchase treasury shares until the end of May and now we want to extend this authorisation to the next 16 months. I consider HUF 3,000 a realistic share price for BC. 

You expect the chemical cycle to peak in 2006. Will oil price fluctuations influence the dynamics of the chemical cycle? 

2006 is likely to be a good year, but volatile energy prices make predictions for next year difficult. 

About BC

Borsodi Vegyi Kombinát, the legal predecessor of BorsodChem Rt., was established in 1949. The company was transformed into a corporation in 1991. In the same year, BC inaugurated its MDI plant and entered the market of polyurethane products. The manufacturing of TDI used in the automotive sector and furniture production was started in 2001. BC shares entered the Budapest Stock Exchange in 1996.

Private life

Mr. Kovacs spends his limited spare time with his family and two children. They have lunch together once or twice a week. Mr. Kovacs is a keen gardener and loves hiking in the Bukk mountains. Most of his friends live in Kazincbarcika. 












