
 
 

 
 

Southern Cement 

2Q2014 – First Look 

Hold                                                           12-Month Target Price SAR 122 

Location Benefits  

Southern Province Cement (SPCC) reported better than expected preliminary 2Q2014 results 
on July 13th after market close. SAR 294 million in net income was down a minuscule -1% Y/Y 
but up an impressive +33% Q/Q, outperforming both market consensus and our expectations. 
+2% higher sales volumes could not be translated into an equivalent bottomline impact. 
Industry data shows that no clinker has been imported by the Company in 2Q, improving 
margins for the quarter. We maintain our SAR 122 target price and Hold recommendation.  

Gross profit holds amid higher costs 

Revenue number has not been reported but the Company managed to sell 2.15 million tons of 
cement in 2Q2014, highest within the sector. The +2% Y/Y rise in volumes compares favorably 
to a -19% Y/Y decline each for peers Saudi and Yamama Cement. Gross profit is down -1% Y/Y 
to SAR 304 million but up +27% Q/Q and beat our SAR 295 million forecast. SPCC has faced 
incremental cost of sales due to shifting of clinker from its Tihama plant to Jizan and Bisha. In 
addition, maintenance work at Bisha and Tihama further elevated costs. Despite this, gross 
profit has managed to hold up well.    

Net income helped by higher sales, lower opex 

We are pleasantly surprised by significantly lower operating expense of SAR 8 million as 
against SAR 13 million last year and SAR 15 million last quarter. We shall wait for detailed 
financials to detect variance. Net income has been aided by +2% increase in volumetric sales 
to clock in SAR 294 million for the quarter (-1% Y/Y, +33% Q/Q). Higher other income results 
from sale of scrap at its Jazan factory.  

Prudent inventory management 

Southern has imported just 96k tons of clinker year-to-date, one of the lowest in the industry, 
as compared to 592k tons by Arab. This despite racking up one of the best volume sales within 
the sector for the year indicating prudent management particularly since there is more than 2 
months of inventory at the bank.  

Rich valuations 

We attribute impressive volumes vis-à-vis its competitors on location. Along with Najran 
Cement (sales up +35% in June), it is the only producer to service Jazan, Asir and Najran 
provinces. For all its positives, we believe valuations are rich at current levels. Trading at 
14.2x 2014E PE and a little shy of our SAR 122 target, we continue our Hold recommendation. 
Look out for a SAR 4.00 DPS announcement for 1H2014 soon. 

 

 
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 14.4x 11.9x 9.8x 8.9x 

P / E 16.2x 14.2x 11.6x 10.5x 

P / CFPS 73.1x 82.0x 48.9x 33.9x 

P / B 5.9x 6.0x 5.5x 5.1x 

July 14, 2014 

Expected Total Return 

Price as of July-14, 2014 SAR 116.75 

Upside to Target Price 4.5% 

Expected Dividend Yield 6.8% 

Expected Total Return 11.3% 
 

Market Data 

52 Week H/L  SAR 139.00/102.00 

Market Capitalization SAR 16,345 mln 

Enterprise Value SAR 16,146  mln 

Shares Outstanding  140 mln 

Free Float  46.8% 

12-Month ADTV (000) 78.9 

TASI Weight 0.8% 

Reuters Code 3050.SE 

Bloomberg Symbol SOCCO AB 
 

1-Year Price Performance 

 
Source: Bloomberg 

 

 SOCCO TASI TCEM 

July-14-2014 116.75 9,808 7,988 

Total Change 

6-months 7.1% 12.8% 13.1% 

1-Year  11.7% 26.6% 15.0% 

2-Year  32.7% 46.3% 30.5% 
 

 

2Q2014 

SAR (mln) Actual 

RC 

Forecast 

Gross Profit 304 295 

Net Profit   294 276 

EPS (SAR) 2.10 1.97 
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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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