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Koor Industries Ltd.
Conference Call, Q4 2008 Results
March 16, 2009
Operator:
Hello and welcome to the Koor Industries conference call. For your information, all the participants in the call can hear only. After the presentation, you will have the opportunity to ask questions. Instructions on how get a turn to speak will be given at the appropriate time. For help during the call, please press the star and zero buttons. Please be aware that this call is being recorded on March 16, 2009. Before I hand over to Mr. Ze’ev Gelbart of Gelbart Kahana, I would like to point out that aside from historical data that will be provided, all the data and/or results mentioned in this call are forecasts, including risks and uncertainties. Koor’s results may differ materially due to various factors, as specified in the Company’s prospectus and its reports to the authorities. I now hand over to Mr. Gelbart. Mr. Gelbart, please.
Ze’ev Gelbart:
Thank you, Nathalie. Good morning and hello to you all. Welcome to the Koor conference call to present the results of the fourth quarter of 2008. Yesterday in the late afternoon, Koor published its financial statements. Participants in this call and others who did not receive the announcements to investors and are interested in them are invited to write to us, to the offices of Gelbart Kahana. On the line with us on this conference call are Mr. Oren Hillinger, CFO, and Ms. Avishag Peretz, Comptroller. I will now hand over to Oren Hillinger, who will review the events referred to in the statements. Oren, please.
Oren Hillinger:
Thank you, Ze’ev and good morning to you all. Welcome to our fourth quarter 2008 conference call. As Ze'ev noted, yesterday afternoon we published our annual financial statements. In 2008, net profit to shareholders amounted to NIS 238 million, which is NIS 8.5 per share, as compared with NIS 614 million in 2007, which is NIS 24.3 per share. It is important to point out that profit in the previous year was mostly attributable to one-time capital gains of NIS 615 million from the sale of ECI. In the fourth quarter of this year, we present a loss of NIS 74 million, which is NIS 1.8 per share, as compared to a loss of NIS 157 million or NIS 8.7 per share in the fourth quarter of the previous year. The results of the fourth quarter were mainly affected by the growth in financing expenses, as a result of the higher exchange rate of the Swiss franc, an increase that, in fact, led to revaluation of the loans linked to the Swiss franc. This, despite the fact that we are benefiting from a higher exchange rate for the Swiss franc, as Credit Suisse shares are denominated in Swiss francs. However, while the growth in the loan, attributable to the higher exchange rate of the Swiss franc, is recorded directly in the income statement, the increase in the value of the investment in Credit Suisse in shekel terms as a result of the higher exchange rate of the Swiss franc, is revalued to capital reserve and is not reflected in the income statement.

As of December 31, the balance sheet date, our cash balance and short-term investments and those of our wholly owned subsidiaries was approximately NIS 300 million. The debt balance to the banks and debenture holders amounted to approximately NIS 3.6 billion, leading us to surplus debt, meaning surplus net liabilities of approximately NIS 3.3 billion. 

Let's continue with Makhteshim Agan, in which we hold about 42% and is recorded using the equity method. 


This year, Makhteshim Agan has had a record year with record results. Revenue increased by 23% to over $2.5 billion, compared to revenue of $2.1 billion in 2007. Gross profit also grew by 23% to $850 million compared to $690 million last year. The rate of gross profit remained unchanged, 33.4%, and net profit to shareholders grew by about 41% to $219 million compared to $156 million last year. 


In terms of the fourth quarter, revenue in the fourth quarter at Makhteshim Agan amounted to $491 million compared to $473 million last year. Gross profit fell by about 5% to $138 million, and net profit rose from $3.6 million to $8.7 million. 


In general, in 2008 Makhteshim Agan benefited from the positive trends of increases in the prices of agricultural produce, due to the rise in the standard of living around the world and the increase in demand for alternatives to oil products. It also benefited from relatively good climate conditions and a stronger Euro and Real. In contrast, a sharp rise in oil prices, particularly in the first two-thirds of the year, led to an increase in the prices of raw materials and energy, which eroded the gross profitability of the company and, furthermore, the gain of the shekel against the dollar, again in the first two-thirds of the year, increased local expenses in Israel. 


In 2008, Makhteshim Agan paid dividends amounting to $170 million. Koor’s part amounted to NIS 248 million. 


I will now summarize other events at Koor during the fourth quarter, and the first subject is the investment in Credit Suisse. 


According to our board of directors' resolution to invest in Credit Suisse shares, in the second half of the year we purchased and sold Credit Suisse shares, giving us capital gains of NIS 575 million, NIS 40 million of which were in the fourth quarter. In October 2008, we participated in a capital raising conducted by Credit Suisse through the sale of its shares to a number of investors: The Qatari Investment Authority, the Saudi Olean family and Koor. As part of the capital raising, we invested almost CHF 1.2 billion for 34 million shares, which are slightly over 3% of Credit Suisse share capital. The purchase was mainly financed through independent sources. About CHF 900 million were financed through the liquid balances we had at that time, and the balance of CHF 300 million was financed through recourse credit facilities received from Goldman Sachs. Then, the Koor board of directors resolved to increase the facilities for investment in Credit Suisse, up to NIS 5 billion, according to company decisions from time to time and management estimates regarding market developments. As of this morning, after purchases of Credit Suisse shares, less those sold, we hold 39 million of Credit Suisse, which is 3.35% of its share capital. The total investment amounts to NIS 4.41 billion.

Capital raisings are the second subject – over the course of the year, in May, July and November, we raised capital by way of a rights issue. In these issues, 99.8% of the rights units were used, and we raised a total of over NIS 1.66 billion. 


In terms of credit facilities, during the year and as part of our preparations to purchase Credit Suisse shares, we were extended recourse credit of CHF 300 million by Goldman Sachs for the purchase of the bank’s shares. This was done as part of the overall credit facility that reached CHF 1.5 billion, which Goldman Sachs extended to the Company in the first half of the year. As I already noted, we did not use the entire credit facility, but only CHF 300 million of it. To date, the net credit balance from Goldman Sachs amounts to CHF 214 million. In December, we were granted an additional credit facility, this time non-recourse, in the amount of up to CHF 165 million by Morgan Stanley, against Credit Suisse shares. To date, the net credit balance from Morgan Stanley amounts to CHF 43 million. In October, we agreed with an Israeli bank that is our main credit provider, to revise the terms of credit the bank gives the Company. As part of this, we were given the right to defer the date of credit repayment given by the bank, and which reached NIS 1.1 billion between 2008 through 2010, for repayment in 2014 through 2016. 


Another event that is important to note regarding the fourth quarter is the buyback of debentures. In November and December 2008, through a wholly owned subsidiary, we purchased 217 million par value of Series H debentures, our negotiable series, for NIS 158 million. In the fourth quarter, these purchases yielded us profit of NIS 78 million. 


And finally, let me note the purchase of Makhteshim Agan shares – during the year, we purchased Makhteshim Agan shares, totaling NIS 133 million. Additionally, during the year, Makhteshim Agan conducted a buyback of its shares in the amount of $100 million. Following Makhteshim Agan’s purchases and our purchase of Makhteshim Agan shares, we currently hold 41.5% of the capital in Makhteshim Agan and 41.93% of the voting rights. 


To conclude, let me remind you that you can find our financial results, press releases and other information on our website, www.koor.com. It is also important to stress that there are accounting differences between the companies’ results and the results included in our consolidated reports. 


With that I will wind up my review and am happy to answer any questions you may have. Thank you.
Operator:
Now let’s move on the questions and answers. To ask a question, press star and 1. To cancel the question, press star and 2. If you are listening on a speakerphone, please lift the receiver before dialing. Please wait while I gather your questions. The first question is from Yaniv Rachimi of Ramco Investment House. Please.
Yaniv Rachimi:
Good morning.
Oren Hillinger:
Good morning, Yaniv.
Yaniv Rachimi:
Hi. First of all, I’d like to take this opportunity to congratulate Koor for all the company’s activity in the north and south during and since the armed conflict.
Oren Hillinger:
Thank you. This activity is a guiding principle for us, and we remain strongly committed to it.
Yaniv Rachimi:
Regarding the differences between the amount of the investment in Credit Suisse and its market value, I assume that this difference does not take financing costs into consideration.
Oren Hillinger:
This differences does not include financing costs. This gap is derived from accounting treatment stipulated in IFRS. We quote Credit Suisse at its final trading price on December 31. The last time of trading on December 31, 2008, was the price at which the share price closed in New York Stock Exchange. Therefore, we double the number of shares by the exchange rate and the above closing price, and that is how we quote the investment in our statement.
Yaniv Rachimi:
This means it’s a simple arithmetic gap.
Oren Hillinger:
Right.
Yaniv Rachimi:
My next question is what are the financing costs, interest that the company is supposed to pay for the credit it has, that was taken for the purchase of Credit Suisse shares to date.
Oren Hillinger:
OK. I will present data accurate as of December 31.
Yaniv Rachimi:
OK.
Oren Hillinger:
On that day, we had a loan from Goldman Sachs, as we published in our prospectus, accruing interest of LIBOR + 1.25%. The amount of the loan as of today is CHF 214 million and on December 31, it amounted to CHF 250 million. This is compared to the total investment of CHF 1.2 billion. To date, we have an additional loan from Morgan Stanley, which is a non-recourse loan, with a somewhat higher margin, which ranges from LIBOR + 2.75% and LIBOR + 4%, depending on the ratio between the amount of the loan and the value of the collateral.  

Yaniv Rachimi:
Certainly. And that was the plug number I was missing. Third and last question – in Note 35 to the financial statements, you provided the condensed data according to the solo reports. My question is how you handle, in accounting terms, Koor’s guarantees to subsidiaries. How does it appear in the balance sheet. It is considered a liability here. Does it appear here as a liability?
Oren Hillinger:
Koor has almost no guarantees to subsidiaries. There is one guarantee against a debt of the same company to the bank. This guarantee is presented as a liability in our consolidated balance sheet.
Yaniv Rachimi:
I see.
Oren Hillinger:
Yes.
Yaniv Rachimi:
OK, thanks.
Oren Hillinger:
You’re welcome. Have a good day, Yaniv.
Operator:
I am repeating the instructions. To ask a question, press star and 1. Please wait while I collect your questions. The next question is from Sagi Dis of Tamir Fishman, please.
Sagi Dis:
Good morning. I wanted to ask about the investment in Credit Suisse shares. In the third quarter we saw that you sold after these shares rose sharply and then, when the shares fell again, you bought again. I wanted to ask, in terms of strategy, does Koor see Credit Suisse as a long-term or short-term investment, or is there any specific price at which you plan on selling the shares.
Oren Hillinger:
So first of all, Sagi, thank you for the question. The investment in Credit Suisse was defined as a long-term investment from the outset. In fact, during the third quarter of 2008 we leveraged share price fluctuations in the markets and generated short-term capital gains, but the investment then, and even more so today, is defined as a long-term investment. The derived meaning is that we do not seek and do not get excited from sharp fluctuations in the share price, in either direction, and we believe in this investment in the long term. However, it is possible that we will leverage fluctuation in the share price to some extent. This means that we will try to leverage sharp increases or decreases for a small part of the position, to sell it and generate profit as a result. However it is a long-term platform.
Sagi Dis:
OK, thank you.
Oren Hillinger:
You’re welcome. Thank you.
Operator:
There are no more questions. Before I hand the call back over to Mr. Hillinger, to sum up, I would like to say that you can hear a recording of the conference call, by dialing 03-9255921, from about two hours time onwards. Mr. Hillinger, please.
Oren Hillinger:
Thank you, Nathalie. I would like to thank you again for taking part in our conference call. Anyone with additional questions is welcome to contact me directly. I will be very happy to answer everybody’s questions. Have a nice day and goodbye until our next conference call.
Operator:
Thank you. That concludes Koor Industries’ conference call. Thanks for taking part and have a nice day.
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