
 
 

 
 

Southern Cement 

1Q2014 – First Look 

Hold                                                           12-Month Target Price SAR 122 

Sales Volume Rises; Profits Decline 

Southern Province Cement (SPCC) reported preliminary 1Q2014 results on April 14th after 
market close. SAR 221 million in net income was down -18% Y/Y and -13% Q/Q and missed 
both market consensus and our expectations. This is surprising as SPCC is one of only two 
cement producer to post a Y/Y growth in 1Q volumetric sales. The Company attributed the fall 
in EPS to higher clinker costs and an upsurge in maintenance costs. SPCC target price rises 
from SAR 116 to SAR 122 as our risk free rate assumption comes down to 4.5%. We maintain a 
Hold rating.  

Highest cement sales within the sector 

Revenue number has not been reported but the Company managed to sell 2.1 million tons of 
cement in 1Q2014, highest in the sector. The +2% Y/Y rise in volumetric sales compares 
favorably to a -24% and -16% Y/Y decline for Yamama and Saudi Cement respectively, its 
closest competitors. Gross profit is down -15% Y/Y to SAR 240 million but up +9% Q/Q and 
misses our SAR 279 million forecast. Variance versus our estimate is due to higher cost of sales 
as cost of imported clinker has weighed in. We expect gross margins to have suffered and 
come in below 58% reported last year.   

Elevated maintenance costs 

Opex have unexpectedly risen almost +50% Y/Y to SAR 15 million. SPCC faced an increase in 
cost of maintenance as a result of overhauling plant furnaces at the Bisha and Jizan plant. We 
expect other income to have normalized this quarter (in the range of SAR 3 million) as against 
an extraordinary SAR 43 million in 4Q2013, which helped pushed net income above gross 
profit. EPS at SAR 1.58 is down -18% Y/Y and -13% Q/Q despite higher sales.  

Risk free rate cut to 4.5% 

Our risk free rate assumption has been lowered from 5.1% to 4.5%. Given the continued 
prevalence of low interest rates in most countries coupled with an enhanced risk appetite of 
investors, we believe a decline in risk free rate is appropriate. Furthermore, abundance of 
liquidity in the system has implied a greater demand for equities and other risk assets. 

Clinker imports to dwindle 

While SPCC has imported 240k tons of clinker in the quarter, we expect imports to slow down 
considerably given elevated inventory levels of over 3 months of sales. On a monthly basis, 
industry imports have already halved from 833k tons in January to 453k tons in March. 
Although our target price rises by +5% to SAR 122, we continue to recommend a Hold. 

 

 
Key Financials  

FY December 31 (SAR mln) 2013A 2014E 2015E 2016E 

Revenue  1775 2,087 2,555 2,819 

Gross Profit 1,013 1,213 1,499 1,652 

Net Profit 1,006 1,148 1,412 1,553 

EPS (SAR) 7.19 8.20 10.09 11.09 

Net Margin 57% 55% 55% 55% 

DPS (SAR) 7.00 8.00 9.00 10.00 

Payout Ratio 97% 98% 89% 90% 

ROAE 36.4% 41.9% 47.7% 48.8% 

ROAA 31.7% 36.2% 41.2% 42.2% 

EV / EBITDA 13.7x 11.3x 9.3x 8.5x 

P / E 15.5x 13.6x 11.0x 10.0x 

P / CFPS 69.6x 78.1x 46.6x 32.2x 

P / B 5.6x 5.7x 5.3x 4.9x 

April 15, 2014 

Expected Total Return 

Price as of Apr-14, 2014 SAR 111.25 

Upside to Target Price 9.7% 

Expected Dividend Yield 7.2% 

Expected Total Return 16.9% 
 

Market Data 

52 Week H/L  SAR 130.50/96.50 

Market Capitalization SAR 15,575 mln 

Enterprise Value SAR 15,376  mln 

Shares Outstanding  140  mln 

Free Float  46.8% 

12-Month ADTV (000) 75.4 

TASI Weight 0.8% 

Reuters Code 3050.SE 

Bloomberg Symbol SOCCO AB 
 

1-Year Price Performance 

 
Source: Bloomberg 

 

 SOCCO TASI TCEM 

Apr-14-2014 111.25 9,446 7,319 

Total Change 

6-months 1.4% 18.3% 3.0% 

1-Year  11.8% 32.2% 17.5% 

2-Year  34.9% 28.5% 21.2% 
 

 

1Q2014 

SAR (mln) Actual 

RC 

Forecast 

Gross Profit 240 279 

Net Profit   221 264 

EPS (SAR) 1.58 1.89 

 

Muhammad Faisal Potrik 
muhammed.faisal@riyadcapital.com 
+966-11-203-6807 

Hazem Al-Fawaz 
hazem.al-fawaz@riyadcapital.com 
+966-11-203-6815 

Riyad Capital is licensed by the Saudi Arabia 
Capital Markets Authority (No. 07070-37) 

mailto:asim.bukhtiar@riyadcapital.com
mailto:ahmed.korayem@riyadcapital.com


 
 

Riyad Capital is licensed by the Saudi Arabia Capital Markets Authority (No. 07070-37) 

 
 

 

 

Stock Rating 

Strong Buy Buy Hold Sell Not Rated 

Expected Total Return 

≥ 25% 

Expected Total Return 

≥ 15% 

Expected Total Return 

< 15% 
Overvalued 

Under Review/ 

Restricted 
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Disclaimer 

This research document is prepared for the use of clients of Riyad Capital and may not be redistributed, retransmitted or 

disclosed, in whole or in part, or in any form or manner, without the express written consent of Riyad Capital. Receipt and 

review of this research document constitute your agreement not to redistribute, retransmit, or disclose to others the 

contents, opinions, conclusion, or information contained in this document prior to public disclosure of such information by 

Riyad Capital. The information herein was obtained from various public sources believed to be reliable but we do not 

guarantee its accuracy. Riyad Capital make no representations or warranties whatsoever as to the data and information 

provided and Riyad Capital do not represent that the information content of this document is complete or free from any 

error. This research document provides general information only. Neither the information nor any opinion expressed 

constitutes an offer or an invitation to make an offer, to buy or sell any securities or other investment products related to 

such securities or investments. It is not intended to provide personal investment advice and it does not take into account 

the specific investment objectives, financial situation and the particular needs of any specific person who may receive this 

document. 

Investors should seek financial, legal or tax advice regarding the appropriateness of investing in any securities, other 

investment or investment strategies discussed or recommended in this document and should understand that statements 

regarding future prospects may not be realized. Investors should note that income from such securities or other 

investments, if any, may fluctuate and that the price or value of such securities and investments may rise or fall. 

Accordingly, investors may receive back less than originally invested. Riyad Capital or its officers or one or more of its 

affiliates (including research analysts) may have a financial interest in securities of the issuer(s) or related investments. 

Riyad Capital shall not be liable for any loss or damages that may arise, directly or indirectly, from any use of the 

information contained in this research document. This research document is subject to change without prior notice.” 
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