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Strong demand in the Saudi market will keep cement production
profitable, despite new capacity additions

The massive, liquidity-fuelled infrastructure investment taking place in Saudi Arabia is attracting
investment in capacity by existing and prospective cement producers. Saudi Arabia’s combined
cement capacity is expected to increase from 31.0 million tonnes in 2007 to 43.6 million by end-
2008 and to 49.0 million tonnes by end-2009. This additional capacity is expected to be met with
an expected 3-year CAGR of 23% in local consumption. Local consumption grew by 8.4% in 2007
to 26.8 million tonnes. The growth rate is at varying degrees across the country’s different
regions, with the highest growth expected in the Western region, home to the country’s most
sizeable infrastructure projects.

Export ban to affect the cement industry, on a limited scale

The export ban announced by the Saudi Ministry of Trade in early June to control inflation, should
have a negative effect on the industry’s sales growth, albeit on a limited scale and in varying
degrees among different producers. The 3.5 million tonnes of exports in 2007 which accounted for
12% of the total cement sales, will be partially offset by the local demand growth story and
exports to Bahrain, which is exempt from the export ban.

Market valuations justifiable, attractive, given volume growth

The Saudi Arabian cement sector’s one-year-forward earnings multiples, while not appearing to be
cheap, are justifiable as we view Saudi Arabia’s future economic prosperity as promising, due to
the sizable degree of infrastructure and real estate activities taking place, buoyed by the young
demographic structure and GDP per capita growth, which serve as strong drivers.

Stock ldeas

Our top ‘Buy’ stories are Saudi Cement (49.5% upside), Yamama Cement (43.2% upside) and
Arabian Cement (36.7% upside) on proximity to mega projects and capacity expansion, while
we issued a ‘Reduce’ recommendation for Eastern Province Cement (11.0% downside), on
market share pressures and no volume growth forecasts.

Opportunities ahead

e There are in excess of US$350 billion in planned infrastructure projects in Saudi Arabia

e Huge projects such as: KAEC, Jeddah’s water desalination plant, mostly in the western region

e Saudi Arabia’s population growth is one of the highest in the world, with a young demographic
e We expect a consumption CAGR of 23% through to 2010

e EBITDA margins are at average of 67% across the sector, and are expected to remain healthy

Main concerns

o While we argue that an oversupply is not imminent on a large scale, we are wary of a loss of
market share by an influx of capacity that is expected by end-2008/2009 and its effects on
producers located in less buoyant regions

e The industry is trading at an average multiple of 15.3 times 2008 earnings, which is higher than
the average multiple of Egyptian cement companies, although we believe ongoing intervention
by the Egyptian authorities justifies a premium to Egyptian cement stocks

Companies Covered

Target Current Rec. Market Av. Daily Free
Price Price Cap. Turnover Float
(SAR) (SAR) (SAR bn) (SAR mn)
Saudi Cement 175.71 117.5 Buy 12.0 9.6 66%
Yamama Cement 105.62 78175 Buy 10.0 34.3 80%**
Arabian Cement 109.68 80.25 Buy 6.4 10.7 59%
Yanbu Cement 82.83 80.25 Add 8.4 9.7 73%
Qassim Cement 182.26 170.00 Hold 7.7 19.2 58%

Eastern Province 72.08 81.00 Reduce 7.0 16.2 60%

Source: BMG ~ ** Estimated

Foreign
Ownership
Limit
100%
100%
100%
100%
100%
100%
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Executive Summary

Realising the importance of grasping a second opportunity, following the economic slow down
due to the oil price crash in the late 1990’s, the Kingdom of Saudi Arabia (KSA) was compelled
to alter its economic model, with oil prices surging to an all time high and with the fiscal
surplus growing continuously. Realising the scarcity of oil as a non-renewable resource, and
taking into consideration the previous oil boom that lacked proper initiatives to carry on
sustainable economic growth, Saudi Arabia is now eager to take corrective measures to steer
its economy away from oil revenue dependency and focus on investment, in an attempt to turn
Saudi Arabia into a regional economic powerhouse. Accordingly, the government has decided to
invest in major infrastructural development projects to boost greater investor confidence and
private sector investment, therefore, achieve diversification of the economy, and continue being
a significant foreign direct investment (FDI) recipient (which reached US$18.3 billion in 2006).
These mega projects encompass transport initiatives, including new intercity roads,
development of ports and railroads, including the railway which will connect Riyadh to Mecca
and Medina, expected to cost approximately US$6 billion. Of particular importance are the six
economic cities, which (according to the Saudi Arabian General Investment Authority) are
expected to contribute US$150 billion to GDP growth by 2020 and accommodate 4.8 million of
the total population.

The aggregate cost of infrastructural and real estate projects that are planned to commence
over in the next five years exceeds US$300 billion. Taking into consideration that the budget
for cement in such projects usually ranges at around 6% to 10% of a project’s total value, the
opportunities for the nation’s cement producers are immense. As a result of having already
benefited from a growing demand, with the industry’s growth measured at 8.4% for 2007,
coupled with a highly attractive net profit margin, averaging 58% also in 2007, current and
newly established cement players, are increasingly manifesting a stronger appetite to take
advantage of what is clearly a lucrative market.

Approximately one hundred investors have applied for a cement licence recently. However, only
ten have been obtained permits, (ten quarry licences) from the Petroleum and Mineral
Resources Ministry. According to government officials, the Ministry decided to bring further
issuances of quarry licences to a halt, creating a barrier to entry (in order to prevent a
substantial oversupply from taking place), which we view as an act of good judgment on their
part. Most recently, it was announced that the Petroleum and Mineral Resources Ministry plans
to offer seven new cement licences in Saudi Arabia through a direct bidding process. Under the
new system, the Ministry would ensure that these licences would be limited to only serious
bidders, which we view as a positive regulatory step to bring about an increase in cement
supply in a more orderly fashion. Although Saudi Arabia is currently in its launching phase, in
terms of the programme of major investments, there is much concern regarding Saudi Arabia’s
capability of supporting the forthcoming capacity increases and, in turn, preventing the cement
industry from becoming saturated in terms of profitability.

We have initiated research coverage on six of KSA's currently active cement players, which are
Saudi Cement (49.5% upside), Yamama Cement (43.2% upside), Arabian Cement (36.7%
upside) Qassim Cement (7.2% upside) and Yanbu Cement (3.2% upside). These companies
offer upside potential on the back of good proximity to mega projects and planned capacity
expansions. While Eastern Province Cement (11.0% downside), could see downside
pressure due market share pressures from competitors and we see no volume growth upside.
While we argue that an oversupply scenario is not imminent on a large scale, and forthcoming
capacities will be put to use in the years to come, we are wary of the loss of market share by
an influx of capacity that is expected by end 2008/2009 and its effects on producers located in
lesser buoyant regions.

Saudi Arabia has been
showing increasing
keenness in
diversifying its
economy

A CAGR of 23% is the
expected growth in
cement demand in
KSA to 2010

The government is
playing a role in
preventing oversupply
from taking place
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Saudi Cement Sector — The Story

Supply and Demand in Aligned Growth

The massive, liquidity-fuelled infrastructure investment taking place in Saudi Arabia is attracting investment in
capacity by existing and prospective cement producers. Saudi Arabia’s combined cement capacity is expected
to increase from 31 million tonnes to 50 million tonnes by end-2009. This additional capacity is expected to be
met with an expected 3-year CAGR of 23% in local consumption. The growth rate is at varying degrees across
the country’s different regions, with the highest growth expected in the Western region, home to the country’s
most sizeable infrastructure projects.

The local industry is currently operating at design capacity and enjoying exceedingly healthy operating
margins — averaging 66.6% in 2007. We believe the expected influx of the new capacity is:

Significant, yet justifiable in the long term: According to our forecasts, at least 23 million tonnes of
cement capacity, equivalent to 75% of 2007 capacity, are expected to be delivered by 2010. With
further cement expansion in the GCC economies, this figure initially seems to be an indication of
oversupply. However, with US$1.3 trillion worth of commissioned projects in the GCC over 2007-
2012, including US$350 billion in KSA, demand is very likely to meet supply in the long term.

Exaggerated: Despite the availability of a considerable number of operating licences, only a few
quarrying licences have been awarded, and the construction of a new cement plant/line is proving to
be increasingly costly and time consuming. With the exception of some expansion plans that we
know to be confirmed and imminent (covered later in this report), much of the incremental capacity
that has been reported to be coming on stream may in fact never materialise, due to the restriction
in quarrying licences and the higher cost of construction.

The Industry map

There are currently eight producers in Saudi Arabia with a combined annual capacity of around 31 million
tonnes. The cement plants span the country’s western, eastern and central regions. The planned capacity
additions we have been able to confirm will increase the annual capacity to 43.0 million tonnes by the end
of 2008 and 49.1 million by the end of 2009. Figures 1 and 2 illustrate Saudi’s current industry dynamics.

Figure 1] Saudi Arabia cement industry

Tabuk Cement

1.5m tpa by end 2008

Eastern Province
Cement

3.5 m tpa by end 2008

Qassim Cement
Yanbu Cement 3.1 m tpa by end 2008
4.4 m tpa by end 2008 SR Cebnent

11.8 m tpa by end 2008

Yamama Cement
6.6 m tpa by end 2008

Arabian Cement
3.6 m tpa by end 2008

Southern Province Cement
4.0 m tpa by end 2008

Source: BMG

Liquidity fuelled
construction will
sustain cement
consumption

Cement Expansions
are significant, yet
exaggerated as
barriers to entry will
prevent all planned
capacities from taking
place.



Saudi Cement Sector

Increase in capacity

In anticipation of an increase in demand, most of the existing cement producers are expanding by adding
additional capacities. Moreover, newly acquired licenses and permits are expected to increase the

industry’s production volumes to record levels.

Table 1 | Saudi Cement Expected Capacities (in ‘000 Tonnes)

Existing Cement Producers

Region 2006A 2007A 2008e 2009 F 2010 F
Saudi Cement Eastern 4,500 4,500 8,000 11,825 11,825
Yamama Cement Central 3,025 6,500 6,500 6,500 6,500
Yanbu Cement Western 3,900 4,800 4,800 4,800 4,800
Southern Cement Southern 2,970 4,620 4,620 4,620 4,620
Arabian Cement Western 2,800 2,800 3,800 3,800 3,800
Eastern Province Cement Eastern 3,320 3,320 3,320 3,320 3,320
Qassim Cement Central 1,650 3,000 3,000 3,000 3,000
Tabuk Cement Northern 1,430 1,430 1,430 1,430 1,430
Total 23,595 30,970 35,470 39,475 39,295
Increase 7,375 4,500 3,825 0
Addition % 31% 15% 11% 0.0%
New Cement Plants
Najran Southern 2,970 2,970 2,970
Northern Region Northern 1,980 1,980 1,980
Riyadh Cement Central 1,650 1,650 1,650
Medina (City Cement) Central 1,500 1,500 1,500
Gulf Cement Company Central 0 1,500 1,500
Al Safwa Western 0 0 1,650
Al Ahsa 0 0 0
United Cement Company 0 0 0
Additional Capacities 8,100 9,600 11,250
Total Capacities 23,595 30,970 43,570 48,895 50,545
Increase 7,375 12,600 5,325 1,650
Addition % 31% 41% 12% 3%

Source: Company Figures, Industry Sources and BMG estimates

Cement capacities
expected to increase
to total of 43.5 mn
tpa by end of 2008
and 48.9 mn tpa by
2009 due to
expansions and
entrance of new
players
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Figure 2| Capacity and demand progression in Saudi Arabia
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Source: Company management indications, BMG estimates
Stocks we like and why

We are generally more bullish on producers in the western region, which is home to most of the major
infrastructure projects — and where selling prices have been historically higher. This does not mean,
however, that prospects in other regions are unfavourable. Some of the companies in other regions we
like either because they have comparatively better internal operations or are simply trading at more
attractive multiples, considering their capacity expansion and subsequent volume growth.

The essentials

Industry outlook

Reasons for optimism

e Strong construction outlook, fuelled by high government spending

o Healthy demographic factors are increasing demand for housing/general infrastructure

o Shift in the local lifestyle taps a new market for gated communities

Areas of concern

e Sudden influx of new capacity and export ban may suppress prices in certain areas in the medium term

e Geographical difficulties make transportation more expensive, although new railways under
construction will help

e Export ban by Saudi government might effect prices negatively

Best stories

Saudi Cement: BUY

e Expanding heavily to acquire more market share and best positioned to export to Bahrain
Yamama Cement: BUY

e Banking on construction growth in Riyadh, by increasing its capacity

Arabian Cement: BUY

e Neighbouring King Abdullah Economic City, while undergoing regional expansion

Qassim Cement: Add

e Vulnerable to cement oversupply and downward pressure in prices; lack of expansion plans
Lukewarm views

Yanbu Cement: HOLD

o Cost efficient, as it is located in mineral rich region, but will depend on price movements for growth
Eastern Province Cement: REDUCE

e Government ban on exports a hindrance as company banked on exports for growth
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Valuation Assumptions

Blended valuation

Strong cash flow generation across the board...

Saudi Cement 2007a 2008e 2009f 2010f 2011f 2012f
Capac|ty '000 tonnes 4,500 8,000 11,825 11,825 11,825 11,825
Utilisation % 117% 81% 80% 100% 101% 101%
Production '000 tonnes 5,276 6,500 9,500 11,825 12,000 12,000
Revenue SAR million 1,362 1,701 2,517 3,164 3,273 3,336
EBITDA SAR million 793 970 1,445 1,828 1,916 1,978
EBITDA margin % 58% 57% 57% 58% 59% 59%
Yamama Cement 2007a 2008e 2009f 2010f 2011f 2012f
Capac|ty '000 tonnes 6,500 6,500 6,500 6,500 6,500 6,500
Utilisation % 2% 92% 95% 97% 104% 104%
Production '000 tonnes 4,653 6,000 6,200 6,300 6,750 6,750
Revenue SAR million 1,186 1,520 1,565 1,606 1,779 1,831
EBITDA SAR million 834 1,045 1,072 1,104 1,239 1,289
EBITDA margin % 70% 69% 69% 69% 70% 70%
Yanbu Cement 2007a 2008e 2009f 2010f 2011f 2012f
Capacity ‘000 tonnes 4,800 4,800 4,800 4,800 4,800 4,800
Utilisation % 96% 103% 107% 108% 102% 100%
Production '000 tonnes 4,622 4,950 5,150 5,200 4,900 4,800
Revenue SAR million 1,171 1,312 1,313 1,300 1,265 1,301
EBITDA SAR million 763 859 841 824 810 853
EBITDA margin % 65% 66% 64% 63% 64% 66%
Arabian Cement 2007a 2008e 2009f 2010f 2011f 2012f
Capacity '000 tonnes 2,800 3,800 3,800 3,800 3,800 3,800
Utilisation % 101% 80% 100% 109% 103% 100%
Production '000 tonnes 2,824 3,040 3,800 4,142 3,914 3,800
Revenue SAR million 722 806 969 1,636 1,617 1,632
EBITDA SAR million 436 512 603 1,044 1,037 1,061
EBITDA margin % 60% 64% 62% 64% 64% 65%
Eastern Province Cement 2007a 2008e 2009f 2010f 2011f 2012f
Capacity ‘000 tonnes 3,320 3,320 3,320 3,320 3,320 3,320
Utilisation % 105% 103% 96% 92% 96% 96%
Production '000 tonnes 3,483 3,420 3,180 3,050 3,180 3,180
Revenue SAR million 923 900 808 769 843 886
EBITDA SAR million 599 567 496 469 530 572
EBITDA margin % 65% 63% 62% 61% 63% 65%
Qassim Cement 2007a 2008e 2009f 2010f 2011f 2012f
Capamty '000 tonnes 3,000 3,000 3,000 3,000 3,000 3,000
Utilisation % 115% 123% 133% 133% 133% 133%
Production '000 tonnes 3,464 3,700 4,000 4,000 4,000 4,000
Revenue SAR million 847 898 957 966 998 1,021
EBITDA SAR million 602 632 668 678 709 732
71% 70% 70% 70% 71% 72%

EBITDA margin %

Source: BMG

Saudi Cement
undergoing largest
capacity expansion
throughout forecast
period...

...followed by Arabian
Cement
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Valuation

Comparative Multiples

Table 2| Cement Price Earnings Multiples in Emerging Markets

2008f 2009f 2010f

Company Country

RAK Cement UAE 37.1 37.1 41.2
Ahnhui Conch Hong Kong 23.4 17.6 14.3
Union Cement UAE 19.6 17.6 17.6
Taiheiyo Cement Japan 18.8 15.4 11.5
Taiwan Cement Taiwan 18.5 15.0 15.4
Indocement Indonesia 17.1 13.3 10.0
Huaxin Cement China 15.9 11.4 10.6
Arabian Cement Saudi Arabia 15.3 12.9 6.9
Saudi Cement Saudi Arabia 14.8 9.3 7.1
Qassim Cement Saudi Arabia 13.9 13.1 12.9
Eastern Cement Saudi Arabia 13.9 16.1 17.2
Fauji Cement Pakistan 13.5 14.1 10.8
Semen Gresik Indonesia 12.9 11.0 9.3
Gulf Cement UAE 11.8 11.6 19.1
Yanbu Saudi Arabia 11.5 11.8 12.1
Lucky Cement Pakistan 10.9 9.6 9.0
Yamama Cement Saudi Arabia 10.6 10.3 10.0
Akcansa Turkey 5.8 5.4 5.2
Cimsa Cement Turkey 5.3 4.8 4.1
Average 15.3 13.5 12.9

Source: Bloomberg, BMG

We have made our price to earnings valuation — comparative multiple based on a number of cement

producers in emerging markets, mainly within the Middle East and Asia.

Our stock picks in Saudi have varying P/E levels and growth rates.
cement sector's one-year-forward earnings multiples are justifiable, as we view KSA’s future economic
prosperity as promising, due to the sizable amount of infrastructure and real estate activities taking place,

While not cheap, Saudi Arabia’s

buoyed by the young demographic structure and GDP per capita growth which serve as strong drivers.

Table 3] Saudi Cement Sector Stock Picker

Share Price (SAR)

Earnings per Share (SAR)

Dividend Yield 2007 (%)

Saudi Cement
Yamama Cement
Yanbu Cement

Arabian Cement

Eastern Province Cement

Qassim Cement

117.50
73.75
80.25
80.25
81.00

170.00

FYO7a FYO8e FYO9of
6.71 7.96 12.70
5.40 6.99 7.19
6.27 6.98 6.81
5.57 5.26 6.20
6.27 5.82 5.02

11.96 12.24 13.01

3.1%
4.1%
6.2%
5.3%
7.4%
4.1%

Source: BMG
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Saudi Cement Industry

Five Regions. Eight Producers. Different Dynamics.

The variation of cement consumption in different regions across Saudi Arabia, and the concentration of
fuel reserves in the east, has given rise to differentials in the costs and prices of cement throughout the
country. In addition, the 1,233 km distance between Jeddah and Dammam, and 846 km between Jeddah
and Riyadh makes it costly to transport cement from one region to another, creating the price
differentials seen across Saudi Arabia.

Based on location, we have segmented cement producers in Saudi Arabia into five groups: western,
central and eastern, northern and southern.

Western Region

The western region, which lies across the west coast on the Red Sea, is witnessing a heightened demand
for cement. Major demand centres in this region include Jeddah, Mekkah and Al Madinah, which are
constantly expanding across a number of sectors: real estate, tourism and infrastructure. The Supreme
Council for Tourism (SCT) aims to diversify Saudi Arabia’s tourism products by developing its Red Sea
coast to reach a target of 21 million visitors to Saudi Arabia by 2020. This translates into the construction
of 50,000 new hotel rooms, 75,000 furnished apartments and US$5.3 billion in investments in the next
five years. In addition, the King Abdullah Economic City, which is being developed over 168 million
square metres along the Red Sea coast, will demand significant cement supplies throughout its
completion process. The resource (mineral) rich west enables the companies to produce at lower costs.
Currently, two companies operate in the western region, Arabian Cement and Yanbu Cement, accounting
for 23% of Saudi’'s cement production in 2007.

Eastern Region

The eastern region is characterised by the availability of natural gas as the main source of fuel for
cement producers. Of the eight producers operating in Saudi Arabia, only the eastern region based
producers, namely Saudi Cement and Eastern Province Cement operate purely on natural gas, while the
others operate on crude oil or a dual feed system. This competitive advantage increases the producers’
efficiency, since natural gas is a cheaper source of fuel. This region is also Saudi's main cement export
hub due to its proximity to the fast-growing GCC markets. Saudi Cement and Eastern Province Cement
are currently the only two producers operating in the eastern region. Together, they have a combined
capacity of around 10 million tonnes per annum of clinker, accounting for 29% of the country’s cement
production in 2007 and about 65% of the country’s cement exports. Following the government’s
imposition of a ban on cement exports in early June, the eastern region producers will be the most
effected by the decision. Saudi Cement and Eastern Province Cement maintained an export ratio of 22%
and 32% respectively, together they accounted for 65% of the nation’s exports during 2007. The fact
that Saudi Cement is expanding massively and that Eastern Province were aiming to maintain a 30%
export proportion of their sales as exports, slightly downgrades the producer’s sales growth potential.
Nevertheless, the effects of such a ban should not be exaggerated since we believe KSA's local
construction demand story is strong enough to sustain growth in all regions and on all levels.

In short, we believe the export ban will have the following effects on all regions in general and on the
Eastern region in specific:

° Redirected export volumes into the local market affects prices, but the effect is partially offset
by strong local demand and sustained imports from Bahrain

° Bahrain will continue to import about 62% of its cement needs from Saudi Arabia,
approximately 1.8 million tones per annum

e  We have assumed in our model that there will be no exports allowed until 2010

KSA is divided into 5
different regions,
giving reason to the
cement industry’s
unconsolidated nature

Western region
characterized by
having bulk of
infrastructure & real
estate investments
and mineral wealth

Eastern region
characterized by
wealth in natural gas

Export ban effects
should not be
exaggerated
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Central, Southern and Northern Regions

The other producers in the central, southern and northern regions mainly cater for cement demand Central region holds
_ L . . second strongest

within their vicinity. Recently, producers in the central region began to export through the eastern ports :

. y . . P ; 9 ) 9 . p g ) p Infrastructure & real

in an attempt to gain a foothold in export markets and diversify their revenues, albeit at higher estate investments,

transportation costs. Currently, three companies operate in the central region, Yamama Cement, Qassim but shares greater

Cement and, most recently, Riyadh Cement, with Yamama Cement and Qassim Cement accounting for proximity to eastern

region for export

26.8% of Saudi's cement production in 2007. The central region's producers nearly doubled their
purposes

capacities in 2007. Yamama Cement added almost 3 million tonnes of clinker, while Qassim Cement
added almost 1.3 million tonnes, thus, raising their production by 21% and 55%, respectively on a y-o-y
basis, while sales increased by 25% and 56%, respectively. The doubling of supply in the central region,
in addition to the anticipated entrance of at least two other producers in 2008 prompted producers to
export approximately 840,000 tonnes of cement in 2007.

Table 3] Glimpse of KSA cement players 2007

Market

Current Export
Company Region Share Local Sales
Capacity * Sales
2007 i
Growing demand
Saudi Cement Eastern 6,625 15% 78% 22% witnessed in western
region and central
Yamama Cement Central 6,000 16% 93% 7% region, while eastern
region trails behind
Yanbu Cement Western 4,800 17% 100% 0%
Southern Cement Southern 4,200 16% 91% 9%
Arabian Cement Western 2,800 11% 100% 0%
Eastern Province Cement Eastern 3,320 9% 68% 32%
Qassim Cement Central 2,800 11% 86% 14%
Tabuk Cement Northern 1,300 5% 100% 0%
*(000) tonnes of clinker
Source: Company financials and annual reports
Table 4] Local consumption according to region
Demand by region 2006 2007 Eastern and southern
Tonnes Tonnes region players export
(million) 9% by Region (million) % by Region with entrance of
- ) ) central region players
Western region 6.5 26% 7.5 28% as exporters in 2007
Eastern region 6.3 26% 6.5 24%
Central region 6.0 24% 7.3 27%
Southern region 4.3 17% 4.2 16%
Northern Region 1.6 7% 1.4 5%
Total 24.7 100% 26.8 100%

Source: Company financials and annual reports
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Table 5] Exports according to region

Exports by region 2006 2007

Tonnes Tonnes

(million) % by Region (million) % by Region
Western region _ - _ -
Eastern region 1.9 86% 2.3 65%
Central region - _ 0.8 24%
Southern region 0.3 14% 0.4 11%
Northern region _ - - -
Total 2.2 100% 3.5 100%

Source: Company financials and annual reports

Investment Magnets

The Saudi Arabian General Investment Authority’s vision to position Saudi Arabia in the top ten most
competitive countries, in terms of investments, by 2010, is clearly ambitious. The cornerstone of this
ambition lies in the country’s ability to successfully ignite strong foreign direct investments through the
six economic cities under construction. Four of the six new economic cities are located in the western

region of Saudi Arabia, which enjoys a comparatively superior infrastructure and an urbanised population.

The economic cities to be allocated in the western region include the multi-billion dollar, King Abdullah’s
Economic City in the coast north of Jeddah; Knowledge Economic City in Al Madinah, with a net
investment of US$7 billion; Jazan Economic City to be located in Jazan, with a net investment of US$30
billion, and a recently announced economic city to be built in the north western region. Meanwhile, the
Prince Abdulaziz Bin Musaed Economic City will be located in Hail near the central region, with a net
investment of US$8 billion.

Figure 3] KSA Economic Cities

Source: BMG

10



Saudi Cement Sector

The western region has established itself as the focal point of construction throughout the KSA. This does
not imply, however, that the central region trails behind the western sector, as it is also engaged in
heavy infrastructure and real estate projects. The real estate sector’'s robust momentum can be
exemplified through the following mega projects taking place:

1. An urban project near Saudi Arabia’s capital Riyadh, which is expected to provide housing for
200,000 inhabitants, to be developed by Limitless, worth US$12 billion

2. US$3 billion Jabal Omar Project to be located in Makkah, which will include 40 residential
towers, five-star hotels, commercial centers with new roads and other facilities.

3.  Two mega real estate projects in Riyadh and Jeddah, currently at the planning stage, to be
developed by Kingdom Holding Company, worth US$20 billion.

4. Lamar Towers, two towers to be located in Jeddah, which will include residential units, a luxury
mall and offices worth over US$500 million.

With total net investments in construction and real estate surpassing US$300 billion, it is evident that
Saudi Arabia’s construction and real estate industry is witnessing a remarkable upturn, which can be
clarified further through the chart below, illustrating how the industry’s growth has outstripped GDP
growth in 2006 by 3.0%, growing at a compounded annual growth rate of 6.1% throughout the period
2004-2006 versus 5.2%, in terms of GDP growth.

Figure 4] Construction segment of real GDP and real GDP versus construction growth rates
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Figure 5] Construction segment of real GDP and real GDP versus construction growth rates
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As per the Eighth Development Plan (2005-2009), Saudi Arabia intends to build 1 million housing units over the
next coming five years to provide housing accommodation for 5 million citizens. However, in view of the
aggressive real estate and construction activities across the country, does this supply match demand?

Indicators of demand: demographic drivers

According to the Saudi Arabian Monetary Agency, the Saudi population grew at a CAGR of 2.7% between
1992 and 2006, and expanded over the same period by 6.73 million, making Saudi Arabia one of the
highest growing populations worldwide. Accordingly, a population growing at such a rapid pace is a
strong factor for increasing housing demand. In addition, approximately 60% of the country’s population
are young adults, providing an even stronger drive for the increase of real housing demand. One of the
strongest aspects demonstrating the increasing consumption of housing units is Saudi Arabia’s rising GDP
per capita increasing from US$12,140 in 2003 to US$15,379 in 2007. Disposable income is increasing and
about 40% to 45% of this disposable income is directed towards housing costs. It is also expected that,
with the growing inflow of investments making its way into the country, there will be a boost in the
number of expatriates, growing by 2.4% per annum from 2001 to 2006, amounting to an increase of
724,000 people to reach a total of 6.4 million. In 2000, a law was issued, permitting the ownership of
real estate assets by non-Saudi residents. In view of the above factors, the presence of a strong demand
for real estate and, subsequently, cement, becomes evident. This is illustrated in the figure below that
displays Saudi Arabia’s ranking as amongst the world’'s greatest consumers, in terms of cement
consumption per capita, which amounts to approximately 1,000 kilograms.

Figure 6] KSA’s Population
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Figure 7] Cement Consumption per Capita in 2006
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Saudi Cement Sector

Oversupply? Not Quite

Saudi Arabia is clearly changing in terms of its infrastructure demands. Fast rising oil prices, ambitious
government plans and a strong demographic story, all funnel into construction growth and ultimately,
cement demand. Recently, certain areas in the Eastern region of Saudi have witnessed cement shortages,
as Saudi Cement looks to fill in this gap through its 7™ production line, currently under construction.
Nevertheless, local cement prices did not react upwards to the shortages in the market, simply because
regulators influenced cement prices to ensure stability in an already inflationary environment. This
situation will not be maintained for long though, as cement producers had enough foresight to anticipate
such a demand boom. As indicated in Table 1 on page 5, of the eight operating and listed companies, six
are expanding, adding a total of approximately 11.5 million tonnes of cement, over the current 30.3
million tonnes produced in 2007. In the eastern region, Saudi Cement is adding two production lines in
the El Hofuf plant to bring its total capacity to about 10.75 million tonnes of clinker by the beginning of
2009. In the southern region, Southern Cement added 1.5 million tonnes of clinker to bring its total
capacity to 4.2 million tonnes per annum. In the western region, both companies are expanding and, in
the central region, Yamama Cement and Al Qassim Cement nearly doubled capacity in 2007. However,
the increase in supply is not limited to the existing companies. At least nine new cement producers were
granted licenses from the Ministries of Industry and Commerce and Petroleum and Minerals. The
company’s plans and timelines for implementing their projects, however, are still questionable. Confirmed
to us so far are six companies, three of which are in the central region, adding at least a total of 11.3
million tonnes of cement by 2010. Riyadh Cement, Medina (City Cement) and Gulf Cement Company are
located in the central region. Only Gulf Cement has not started operations as yet. El Safwa Cement,
Northern Region Cement and Najran are to operate in the Western, Northern and Southern regions,
respectively, providing a supply of at least 53.7 million tonnes of cement by 2010, 65% above the
current level of production.

The question is whether Saudi Arabia will witness an oversupply of cement, or would the construction
boom and demand for cement balance out the additional production.

Our expectations are:

e The number and size of projects coming on-stream for at least the next ten years will consume cement
at a much higher pace than current levels

e An initial supply shock might take place over the next two years, albeit at varying degrees for each
region and within a limited range

a) The most affected region, in our point of view, would be the central region since, in addition to
the expansion of the original producers, most of the new entrants will be located there

b) Western region producers will be less affected as a result of demand coming from major
construction projects on the coast and in Mecca and Medina, moreover, the new entrant, Al
Safwa is expected to start production no earlier than 2010

e Some smaller cement producers might reduce their utilization levels slightly, thus preventing an
overflow in the market

e In the long term, we expect market demand to maintain profitability levels
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Appendix I: Saudi Arabia Mega Projects

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Project Value US$ min ~ Start  End

King AbullhEconoic iy Sezport 5000 an6 - Dec 16 |
Jamarat Bridge Project 1,280 Apr-06 Dec-08

Madinate Mosque Expansion 1,400 Jul-06  Jul-09

Prince Abdelaziz Bin Mousaed Economic City 53,000 Sep-06 Dec-30 2030
Jizan Economic City 30,000 Nov-06 Dec-36 2036
PIF North South Pailway 5000 Mar-07 Dec-12

King Abdullah Econonomic City - Red Sea Vill. 3,000 Apr-07 Apr-09

Taif University 3,600 Apr-07 Sep-09

Tiran Causeway 3,000 May-07 May-10

Jabal Aiyad Residential Development 2,000 May-07 Nov-11

Dhiba Airport in Tabuk 1,000 Dec-07 Dec-09

Fares - 120 villas in Riyadh - Phase 1 600 Sep-07 Sep-10

Conference Centere in jeddah 1,500 Nov-07 Nov-10

Saudi Iraqi Border Electrified Fence 2,000 Feb-08 Mar-10

Hafr Al Batin Industrial City 2,000 Feb-08 Dec-10

Jabal Omar Development 3,055 Jan-08 Jan-11

Madinah Knowledge Economic City 7,000 Mar-08 Mar-11 _

New Residential Development in Riyadh 600 Feb-08 Feb-11

ADA Riyadh Light Rail 3,000 Jan-08 Dec-12

King Abdullah University of Science and Tech. 900 Apr-08 May-10

King Khalid University City in Abha 600 Jul-08 Jul-11

King Abdullah International Gardens 800 May-08 May-11

Al Wasl Development in Riyadh 12500 Apr-08 Apr-15 _

Ras Al Zour Port - Marine Works 700 Feb-08 Mar-10

Rawabi Abraj Al Dar in Makkah 2,800 Apr-08 Dec-11

Saudi Landbridge Madinah 5000 Apr-08 Dec-11

Economic City in Eastern Province 30,000 Jul-08 Dec-30 _

Riyadh Marrolad Leisure Park Project 3,000 Aug-08 Aug-11

Second Tabuk Medina Expressway 600 Jul-08 Jul-12

SRO - Mecca Madinah Railway 6,000 Jun-08 Jun-12

King Abdulla Financial Center in Riyadh 14,000 Jul-08 Dec-12

Aknan 3,000 Jun-08 Dec-13

Alesayi Residential Community 15500 Aug-08 Dec-13

KHC Jeddah Project 3,600 Jun-08 Dec-16

Tabuk Economic Ciy 30000 Aug08 Dec-30 I
Ajyad General Hospital Development in Makkah 600 Nov-08 Dec-11

Alyat Taiba in Madinah 2,000 Oct-08 Oct-11

Benaa City 533 Nov-08 Nov-11

King Abdulaziz International Airport - expansion 1,000 Nov-08 Dec-11

Gulf Holding - mixed use development in Jeddah 2,000 Oct-08 Oct-12

Sedco - Development in Jeddah 800 Oct-08 Dec-13

Al Khobar Lakes Development 1,200 0Oct-08 Oct-13

Al Zahira City in Jeddah 4,000 Nov-08 Nov-14

BioSphere Development Complex 5600 Sep-08 Dec-24 _ 2024
Shams Alriyadh Project - Residential - Phase 1 600 Jan-09 Jan-12

KHC Jeddeh Projecy - i High Tower 10000 Jan09 Jan-12 ]

Bsaten Project 835 Feb-09 Feb-12

Ajmakan Development in Riyadh 1,700 Mar-09 Dec-13

Dhaira Development 1,000 Feb-09 Feb-15

SRO - South Railway 10,000 Sep-09 Dec-14

GCC Railway 20,000 Mar-10 Mar-17 2017
SRO - North Railway 10,000 Sep-11 Dec-16

Source: Gulf Construction, BMG estimates

> US$5,000 mn

< US$5,000 mn > US$ 10,000 mn

< US$10,000 mn
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Recommendation

Buy”
Upside
49.5% FiNANCIAL ADVISORS
Target Price .
SAR175.71 Saudi Cement
Current Price Construction | Cement | Saudi Arabia
SAR117.50 The Biggest Just Got Bigger
Biggest in Saudi Arabia
EPS FY08e
SAR7.96 Prior to Yamama Cement’s capacity expansion in 2007, Saudi Cement was Saudi Arabia’s biggest
I producer of cement, producing 5.3 million tonnes and exporting 1.1 million tons during 2007.
3030.SSE However, with the current expansion plan, Saudi Cement will more than double up its production
Bloomberg Code capacity to bring it to approximately 10.8 million tons of clinker per annum, becoming Saudi
SACCO AB Arabia’s biggest producer and exporter. The expansion, (contracted by Chinese Sinoma), entails
adding a 7"" and 8" production lines with a combined production capacity of 6.6 million tons of
gzlgeltzc.acl;billion clinker per annum at a total cost of US$577.8 million (SAR2,167 billion). In addition, SAR768
US$3.2 billion million was spent on other related works, this brining the total CAPEX of the project close to SAR3

Enterprise Value
SAR12.4 billion
US$3.3 billion

Shares Outstanding
102 million shares

Average Daily Turnover
SAR9.6 million

52-week high/ low
SAR136.00/78.00

Shareholders’ Structure
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billion.
KSA'’s Biggest Exporter Effected by Export Ban, but Not Disturbed

Saudi Cement operates in Al Hufuf, in the Eastern region of Saudi Arabia. The 130 km distance
between the plants and King Abdul Aziz Port at Dammam, positions the company well as a key
exporter to regional Gulf countries, namely, Qatar, lraq, Bahrain and to a lesser degree Kuwait.
Moreover, Saudi Cement’s close proximity to ARAMCO enables it to source cheaper gas supplies as
a source of fuel, which acts as a competitive cost advantage relative to other players. However,
the recent export ban of cement among other building materials, should affect negatively Saudi
Cement by reducing revenue growth and putting a slight downward pressure on local prices from
the redirected export sales into the local market.

Expansion to Drive Sales and Earnings Growth for the Forecasted
Period

Revenues increased by 13.5% in 2007 to SAR1,362 million on higher utilization rates and a 6%
increase in prices to SAR262 (US$69.9) for local sales and SAR233 (US$62.1) for exports. Local
sales revenues grew by 9.4% from SAR992 million in 2006 to SAR1,085 million in 2007, while
export revenues grew by 32% from SAR203 million to SAR268 million.

We value Saudi Cement at SAR175.71 per share, 49.5% above the current
market price

We value Saudi Cement using DCF and a comparison-based valuation versus peers based on
2008E, 2009F and 2010F P/E multiples. Our DCF valuation (weighted average cost of capital:
8.7%, terminal growth rate: 2.5%) yielded a fair value of SAR180.07 per share, whereas the
comparison-based valuation generated a fair value of SAR171.34 per share. By assigning a 50%
weight to the DCF fair value and a 50% weight to the comparison-based valuation, we arrived at
a target price per share of SAR175.71, 49.5% higher than the current market price of SAR117.50
per share. Accordingly, we assign Saudi Cement a ‘Buy’ recommendation.

Ismail Sadek
isadek@bmg.com.sa

Khalid Khalil
kkhalil@bmg.com.sa

Tarek Shahin
tshahin@bmg.com.sa

BMG Financial Advisors
P.O. Box 52972

Jeddah 21573 Saudi Arabia
Tel: +966 (2) 668 1777
Fax: +966 (2) 668 1888
Website: www.bmg.com.sa

Selected Indicators

Year End December 2007A 2008E 2009F 2010F 2011F 2012F
Revenues (SAR mil.) 1,362 1,701 2,517 3,164 3,273 3,336
Gross Profit (SAR mil.) 747 902 1,422 1,836 1,924 1,984
Gross Profit Margin (%6) 55% 53% 56% 58% 59% 59%
EBITDA (SAR mil.) 793 970 1,445 1,828 1,916 1,978
EBITDA Margin (%) 58% 57% 57% 58% 59% 59%
Net Income (SAR mil.) 686 815 1,299 1,685 1,769 1,820
EPS after Approp. (SAR)* 6.71 7.96 12.70 16.47 17.29 17.79
P/E (X) 17.5 14.8 9.3 7.1 6.8 6.6
P/B (x) 4.4 3.6 2.5 2.6 2.6 2.1
P/CF (x) 17.1 14.7 9.4 7.0 6.2 6.0
EV/EBITDA (x) 15.6 12.8 8.6 6.8 6.5 6.3
Net Debt/EBITDA (x) 0.53 0.66 -0.22 -0.35 -0.35 -0.83
Dividend Per Share (SAR) 3.60 3.45 5.24 6.59 10.23 10.43
Dividend Yield (%6) 3.1% 2.9% 4.5% 5.6% 8.7% 8.9%

Source: Saudi Cement, BMG estimates
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Saudi Cement

Key Indicators

Figures are in SAR'000 2006a 2007a 2008e 2009e 2010e
Design Capacity 4,500,000 4,500,000 8,000,000 11,825,000 11,825,000
Revenues 1,200,235 1,361,950 1,701,050 2,516,769 3,164,042
Revenue growth (%) 13.5% 24.9% 48.0% 25.7%
EBITDA 746,025 793,360 969,518 1,444,613 1,828,156
EBITDA/ton 150 150 149 152 155

Net Income 637,759 686,397 814,928 1,299,231 1,685,415
EPS 6.23 6.71 7.96 12.70 16.47

P/E 14.8 9.3 7.1

Source: Financial Statements, BMG estimates

Comparative Valuation

Based on capacity expansion, we see high revenue growth rates during 2008, 2009 and 2010 of almost 25%,
48% and 26%, respectively. During the forecast period from 2008 to 2012, we expect the EBITDA margins to
witness an initial dip and then to remain flat, as prices may be pressured due to an initial oversupply of cement
and the ban on exports. We also assumed no exports for 2009 and 2010. With the major cash cost
components, namely gas, oil and electricity, maintained at stable levels, we expect the increase in sales to
directly reflect on EPS growth. Looking forward bringing we believe the growth in EPS to bring the PE ratios to
attractive levels, well below the industry’s average.

Q1 FY2008 Results

e Q1 FY2008 results reported almost no growth in revenues. This was expected as Saudi Cement is
already operating with the highest utilization rate relative to Saudi Arabia’s industry standards. We
expect the second quarter’s top line growth to remain flat as well, but Q3 and Q4 sales to jump on
higher sales volume from newly installed capacity from the 7*" production line.

e The decline in the EBITDA figure by 760 basis points to SAR193.9 million, is assumed to be as a result
of the overhead costs incurred prior to the new capacity installation

e Despite the drop in EBITDA margin, EPS grew by 2.4% to SAR1.7 on the back of lower non-operating

expenses

Figure 9] Financial Estimates and Exports

Figure 10] 2007 Exports vs Local Sales
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Cement at the top

Price earnings
multiples although
currently high, are
expected to drop on
growth in EPS

Export ban to slightly
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Saudi Cement - Financial Statements

Income Statement Summary

e 2007A 2008E 2009F 2010F 2011F 2012F
SAR million
1,362 1,701 2,517 3,164 3,273 3,336
Revenues
CoGS -615 -800 -1,095 -1,328 -1,349 -1,352
. 747.0 901.5 1,421.8 1,835.6 1,924.1 1,984.3
Gross Profit
SG&A -74.2 -92.7 -137.1 -172.4 -178.3 -181.7
. 120.6 160.7 159.9 164.9 169.9 174.9
Depreciation
EBITDA 793.4 969.5 1,444.6 1,828.2 1,915.8 1,977.5
EBIT 672.8 808.9 1,284.7 1,663.2 1,745.9 1,802.6
Net Financing Cost 0.0 0.0 0.0 0.0 0.0 0.0
EBT 705.9 838.4 1,328.4 1,718.1 1,802.6 1,860.5
Zakat Taxes 19.5 23.4 29.1 32.7 33.4 40.5
Net Profit b. Minority 686.4 814.9 1,299.2 1,685.4 1,769.3 1,820.0
Minority Interest* 0.0 0.0 0.0 0.0 0.0 0.0
686.4 814.9 1,299.2 1,685.4 1,769.3 1,820.0
Net Income
Source: Saudi Cement, BMG estimates
Balance Sheet Summary
SAR million 2007A 2008E 2009F 2010F 2011F 2012F
272.0 253.2 497.2 895.8 989.7 2,129.7
Cash
. 162.3 202.7 299.9 377.1 390.0 397.6
Receivables
249.3 303.1 415.1 503.7 511.3 512.4
Inventory
Other Current Assets 198.7 248.2 367.2 461.7 477.5 486.8
Total Current Assets 882 1,007 1,580 2,238 2,369 3,526
Net Fixed Assets 949 2,068 3,188 3,223 3,253 3,278
Other Long Term Assets 60 60 60 60 60 60
Total Long Term Assets 2,978 3,589 3,248 3,283 3,313 3,338
3,861 4,596 4,827 5,521 5,682 6,865
Total Assets
Short Term Debt 694.6 895.2 185.1 262.2 316.6 488.1
177.7 123.0 168.4 204.3 207.4 207.9
Payables
. 0.0 0.0 0.0 0.0 0.0 0.0
Provisions
Other Current Liabilities 162.8 203.3 300.9 378.2 391.2 398.8
Total Current Liabilities 1,035.2 1,221.5 654.3 844.7 915.2 1,094.7
Total Grey Area 0.0 0.0 0.0 0.0 0.0 0.0
Long Term Debt 0 0 0 0 0 0
Other LT Liabilities 0.0 0.0 0.0 0.0 0.0 0.0
Total LT Liabilities 87 87 87 87 87 87
o . 1,020 1,020 1,020 1,020 1,020 1,020
Paid in Capital
580 580 580 580 580 580
Reserves
Treasury Stock 0.0 0.0 0.0 0.0 0.0 0.0
. . 1,138.6 1,688.0 2,486.1 2,989.4 3,079.5 4,082.8
Retained Earnings
Adjustments 0.0 0.0 0.0 0.0 0.0 0.0
Net Worth 2,739 3,288 4,086 4,589 4,679 5,683
3,861 4,596 4,827 5,521 5,682 6,865

Total Liabilities & Equity

Source: Saudi Cement, BMG estimates
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Financial Ratios

Key Ratios 2007A 2008E 2009F 2010F 2011F 2012F
Revenue Growth (%) 13.5% 24.9% 48.0% 25.7% 3.4% 1.9%
EBITDA Growth (%) 6.3% 22.2% 49.0% 26.6% 4.8% 3.2%
Net Profit Growth (%) 7.6% 18.7% 59.4% 29.7% 5.0% 2.9%
EBITDA Margin (%) 58.3% 57.0% 57.4% 57.8% 58.5% 59.2%
Net Profit Margin (%) 50.4% 47.9% 51.6% 53.3% 54.1% 54.6%
EPS (SAR) 6.71 7.96 12.70 16.47 17.29 17.89
ROA 20.9% 19.3% 27.6% 32.6% 31.6% 29.0%
ROE 25.1% 24.8% 31.8% 36.7% 37.8% 32.0%
Current Ratio 0.9 0.8 2.4 2.7 2.6 3.2
Total Debt/Equity 0.3 0.3 0.1 0.1 0.1 0.1
Net Debt/EBITDA 0.5 0.7 0.2 0.4 0.4 0.8
DPS 3.60 3.45 5.24 6.59 10.23 10.43
Dividend Payout 53.5% 43.2% 41.2% 39.9% 59.0% 58.4%
P/E 175 14.8 9.3 7.1 6.8 6.6
P/BV 4.4 3.6 2.9 2.6 2.6 2.1
EV/EBITDA 15.6 12.8 8.6 6.8 6.5 6.3

Source: Saudi Cement, BMG estimates
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Buy”
Upside
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Target Price
SAR105.62 Yamama Cement
Current Price Construction | Cement | Saudi Arabia
SAR73.75 Banking On Riyadh
Construction Expands beyond Riyadh, Driving Sales
In 2007, Yamama Cement’s top line grew by almost 24.8% to SAR1,185.5 million mainly as a
ZD;SRFgf)geg result of higher cement sales volume, which rose from 3.8 million tonnes in 2007 to 4.6 million
tonnes in 2007. Of the 4.6 million, tonnes, 339,000 tonnes were exported for the first time, mainly
Reuters Code to neighbouring GCC countries. Yamama Cement operates in Saudi Arabia’s capital, Riyadh, where
S8020.SSE a number of projects promise an increasing consumption of building materials beyond our forecast
\B(Iz%mcbgicBode period. To meet the accelerating demand, Yamama Cement almost doubled its capacity towards
end of 2006 to 6.6 million tonnes, financed through a rights issue of 2:1 and two medium-term
Market Cap loans of SAR400 million and SAR387.2 million.
SAR10.0 billion
US$2.7 billion Shift to Gas Improves Profitability

Enterprise Value
SAR10.1 billion
US$2.7 billion

Shares Outstanding
135 million shares

Average Daily Turnover
SAR34.3 million

52-week high/ low
SAR102.50/70.00

Shareholders’ Structure
Free Float] over 80%%

Yamamah Saudi Cement Co. Ltd.
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Yamama Cement's EBITDA grew by 28.9% to SAR833.9 million in FY2007 reflecting healthy
growth in profitability accompanying the growth in sales. The decreased EBITDA cash cost is as a
result of a shift from the use of crude oil in cement production to gas, thus utilizing its relative
proximity to ARAMCO.

Revenues to Grow on Higher Volumes in 2008, before oversupply
Hits in 2009

During 2008 we expect Yamama Cement to report strong growth in revenues, based on sales
volume increase of not less 6.3 million tonnes as it raises its currently low utilization rate.
However, we see local price progression as a set back to faster top line growth, as oversupply in
the central region, and the KSA in general, puts a lid on prices. As Yamama Cement reaches its
full utilization by 2009, top line growth will be limited. Another threat arises from the fact that
three more cement producers, with an expected combined capacity of 4.5 million tons, are
expected to begin operating during 2008 and 2009, thus capturing a piece of the construction pie
within the region.

We value Yamama Cement at SAR105.62 per share, 43.2% above the
current market price

We value Yamama Cement using DCF and a comparison-based valuation versus peers based on
2008E, 2009F and 2010F P/E multiples. Our DCF valuation (weighted average cost of capital:
9.2%, terminal growth rate: 2.5%) yielded a fair value of SAR110.09 per share, whereas the
comparison-based valuation generated a fair value of SAR101.15 per share. By assigning a 50%
weight to the DCF fair value and a 50% weight to the comparison-based valuation, we arrived at
a target price per share of SAR105.62, 43.2% higher than the current market price of SAR73.75
per share. Accordingly, we assign Yamama Cement a ‘Buy’ recommendation.

Ismail Sadek
isadek@bmg.com.sa

Khalid Khalil
kkhalil@bmg.com.sa

Tarek Shahin
tshahin@bmg.com.sa

BMG Financial Advisors
P.O. Box 52972

Jeddah 21573 Saudi Arabia
Tel: +966 (2) 668 1777
Fax: +966 (2) 668 1888
Website: www.bmg.com.sa

Selected Indicators

Year end December 2007A 2008E 2009F 2010F 2011F 2012F
Revenues (SAR mil.) 1,186 1,520 1,565 1,606 1,779 1,831
Gross Profit (SAR mil.) 769 992 1,018 1,049 1,185 1,235
Gross Profit Margin (%6) 65% 65% 65% 65% 67% 67%
EBITDA (SAR mil.) 834 1,045 1,072 1,104 1,239 1,289
EBITDA Margin (%) 70% 69% 69% 69% 70% 70%
Net Income (SAR mil.) 731 947 973 1,000 1,131 1,181
EPS after Approp. (SAR)* 5.40 6.99 7.19 7.38 8.35 8.72
P/E (X) 13.7 10.6 10.3 10.0 8.8 8.5
P/B (x) 4.2 3.8 3.6 3.4 3.2 3.3
P/CF (x) 9.6 111 9.5 9.2 8.4 7.9
EV/EBITDA (X) 12.1 9.7 9.4 9.2 8.2 7.8
Net Debt/EBITDA (x) 0.2 -0.01 0.1 0.3 0.4 0.3
Dividend Per Share (SAR) 3.00 3.99 4.11 4.22 4.67 6.87
Dividend Yield (%6) 4.1% 5.4% 5.6% 5.7% 6.3% 9.3%

Source: Yamama Cement, BMG estimates



Saudi Cement Sector

Yamama Cement

Key Indicators

Figures are in SAR'000 2006a 2007a 2008e 2009e 2010e
. . 3,000,000 6,500,000 6,500,000 6,500,000 6,500,000
Design Capacity
950,121 1,185,502 1,520,478 1,565,190 1,606,339
Revenues
(” 0 0, 0,
Revenue growth (%) 24.77% 28.26% 2.94% 2.63%
EBITDA 647,003 833,930 1,045,225 1,072,376 1,103,824
EBITDA/tonne 168 179 174 173 175
601,159 731,430 946,501 973,427 999,790
Net Income
EPS 4.44 5.40 6.99 7.19 7.38
10.6 10.3 10.0
P/E

Source: Financial Statements, BMG estimates
Comparative Valuation

Yamama Cement displays attractive valuation multiples looking forward to 2010. Initially we see a slight
drop in selling prices during 2008 and 2009, which will act to drag the EBITDA/ton, nevertheless, we
believe the growth in sales volumes during the period will compensate and ultimately net income should
increase. Starting from 2010, prices are expected to pick up once more as the effect as the initial supply
shock is lifted and construction demand takes faster pace in Riyadh. Compared to its regional peers that
have an expected P/E ratio of 15.6 for 2008, 13.7 for 2009 and 13.0 for 2010, we see Yamama Cement
as relatively cheap stock.

Q1 FY2008 Results

e Reported results for Q1 2008 indicate promising prospects for Yamama Cement’'s FY2008 figures and
confirm that our estimates are in line with actual results

e Y-0-y Q1 2008 revenues rose by 22% to SAR338.8 million, reflecting higher utilization from the
expansion in their cement design capacity. Since, Q1 and Q3 are typically the weakest selling quarters
compared to Q2 and Q3, we forecast total revenues for FY2008 north of SAR1,450 million based on a
normalized calculation. These results are thus in line with our expectations

e Yamama Cement reported higher EBITDA margins for Q1 2008 compared to Q1 2007 which rose to an
impressive 73.4% compared to 69.2%, as a result of higher pricing

e Y-0-y bottom line growth was 13.8% for Q1 2008 compared Q1 2007. EPS for Q1 2008 was SAR1.46
compared to SAR1.29

Figure 11] Financial Estimates and Exports

(in SAR mn) 2007 7%
2,000
1,500 r
1,000
500 I I
0 T T d
Revenues  EBITDA  Net Income 93%
W 2006 2007 2008F W Exports [ Local Sales

20

An increase in
utilization in 2008 to
raise revenues

Reported results for
Q1 2008 indicate
promising prospects
for Yamama Cement’s
FY2008 figures



Saudi Cement Sector

Yamama Cement - Financial Statements

Income Statement Summary

e 2007A 2008A 2009F 2010F 2011F 2012F
SAR million
1,186 1,520 1,565 1,606 1,779 1,831
Revenues
CoGS -417 -529 -547 -558 -594 -596
. 768.8 991.8 1,018.2 1,048.8 1,185.4 1,235.0
Gross Profit
SGEA -24.4 -31.3 -32.2 -33.1 -36.6 -37.7
. 83.5 84.7 86.4 88.1 89.9 91.7
Depreciation
EBITDA 833.9 1,045.2 1,072.4 1,103.8 1,238.6 1,289.0
EBIT 728.8 942.4 970.0 997.3 1,129.1 1,177.6
Net Financing Cost 0.0 0.0 0.0 0.0 0.0 0.0
EBT 751.4 968.7 996.7 1,024.3 1,157.6 1,206.5
Zakat Taxes 20.0 22.2 233 245 26.1 255
Net Profit b. Minority 731.4 946.5 973.4 999.8 1,131.5 1,181.0
Minority Interest* 0.0 0.0 0.0 0.0 0.0 0.0
731.4 946.5 973.4 999.8 1,131.5 1,181.0
Net Income
Source: Yamama Cement, BMG estimates
Balance Sheet Summary
SAR million 2007A 2008A 2009F 2010F 2011F 2012F
440.8 579.0 715.6 767.9 769.7 622.7
Cash
. 217.1 291.6 300.2 308.1 341.2 351.2
Receivables
47.1 46.7 48.3 49.3 52.4 52.7
Inventory
Other Current Assets 73 9.4 9.7 9.9 110 113
Total Current Assets 712 927 1,074 1,135 1,174 1,038
Net Fixed Assets 2,470 2,474 2,477 2,481 2,485 2,489
Other Long Term Assets 394 394 394 394 394 394
Total Long Term Assets 2,892 2,867 2,871 2,875 2,879 2,883
3,604 3,794 3,945 4,010 4,053 3,921
Total Assets
Short Term Debt 0.0 0.0 0.0 0.0 0.0 0.0
117.6 57.9 59.9 61.1 65.0 65.3
Payables
. 0.0 8.9 15.1 21.9 29.1 36.4
Provisions
Other Current Liabilities 493.8 493.9 493.9 493.9 494.0 494.0
Total Current Liabilities 730.4 679.7 688.0 695.9 627.1 634.7
Total Grey Area 0.0 0.0 0.0 0.0 0.0 0.0
Long Term Debt 462 447 457 371 291 223
Other LT Liabilities 46.3 46.3 46.3 46.3 46.3 46.3
Total LT Liabilities 509 493 503 417 337 269
o . 1,350 1,350 1,350 1,350 1,350 1,350
Paid in Capital
841 1,130 1,130 1,130 1,130 1,130
Reserves
Treasury Stock 0.0 0.0 0.0 0.0 0.0 0.0
. . 37.9 141.1 273.6 4175 609.0 537.0
Retained Earnings
Adjustments 136.3 0.0 0.0 0.0 0.0 0.0
Net Worth 2,365 2,621 2,753 2,897 3,089 3,017
3,604 3,794 3,945 4,010 4,053 3,921

Total Liabilities & Equity

Source: Yamama Cement, BMG estimates
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Key Ratios 2007A 2008A 2009F 2010F 2011F 2012F

Revenue Growth (%) 24.8% 28.3% 2.9% 2.6% 10.7% 2.9%
EBITDA Growth (%) 28.9% 25.3% 2.6% 2.9% 12.2% 4.1%
Net Profit Growth (%) 21.7% 29.4% 2.8% 2.7% 13.2% 4.4%
EBITDA Margin (%) 70.3% 68.7% 68.5% 68.7% 69.6% 70.4%
Net Profit Margin (%) 61.7% 62.3% 62.2% 62.2% 63.6% 64.5%
EPS (SAR) 5.40 6.99 7.19 7.38 8.35 8.72
ROA 21.7% 25.6% 25.2% 25.1% 28.1% 29.6%
ROE 30.9% 36.1% 35.4% 34.5% 36.6% 39.1%
Current Ratio 1.0 1.4 1.6 1.6 1.9 1.6
Total Debt/Equity 0.2 0.2 0.2 0.2 0.1 0.1
Net Debt/EBITDA 0.2 0.0 0.1 0.3 0.4 0.3
DPS (SAR) 3.00 3.99 4.11 4.22 4.67 6.87
Dividend Payout 55.4% 56.9% 57.0% 56.9% 55.7% 78.5%
P/E 13.7 10.6 10.3 10.0 8.8 8.5
P/BV 4.2 3.8 3.6 3.4 3.2 33
EV/EBITDA 12.1 9.7 9.4 9.1 8.2 7.8

Source: Yamama Cement, BMG estimates
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E£80.25™ Yanbu Cement
Construction | Cement | Saudi Arabia
Cost Efficient Producer
Yanbu Benfits from Construction Boom and Mineral Wealth of
Western Region
EPS FYO08e Buoyed by an unprecedented level of construction activities taking place in the western region and
SAR6.98 sequentially a strong demand in cement, Yanbu Cement witnessed a significant y-o-y leap in its
top-line figure for 2007, which reached SR1.2 billion versus SR843.2 million during 2006.
Reuters Code . . - . . .
3060.SSE Accordingly, Yanbu Cement witnessed an annual growth rate of 38.8% in its top-line figure, which
strongly supersedes that of previous years, whereby the company had experienced a CAGR of
Bloomberg Code o . )
YNCCO AB 4.6% in its top line figure from 2003 to 2006.
Following the upgrade of its fourth production line by 750,000 tpa, which took place in early 2007,
Market Cap Yanbu Cement now has a clinker production capacity of 4.1 m tpa. The company produced 3.8
SARS8.4 billion million tons of clinker, which amounts to a utilization rate of 94%. However, it was able to
US$2.2 billion produce and sell 4.6 million tons through the usage of its clinker inventory. Yanbu Cement is
Enterprise Value amongst the most efficient producers in our coverage universe as it enjoys a relatively low
SAR8.4 billion EBITDA cash cost.
US$2.2 billion
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Cost Advantage Regarding Raw Materials

Yanbu Cement has the advantage of having most of its required raw materials in close vicinity to
its plants. Limestone and gypsum reserves are located adjacent to the plant, with more than 50
years of mine life. Clay is mined 20 kilometers south east of the plant while sand and iron ore are
transported from other parts of the country. More importantly, the company is also a producer of
portland pozzalan cement, which is produced through inter-grinding portland cement clinker and
pozzolan, a form of volcanic ash which enjoys the same hydraulic binding properties as clinker and
serves as a cheaper alternative in cement production.

In light of that, the company enjoys a relatively low EBITDA cash cost of SAR86/ton, while also
experiencing high levels of demand in the western region, which allows them to sell at a
favourable price of SAR255/ton, which translates to a high EBITDA margin of 65.2%.

Yanbu’s Expansion Pays Off
Having increased its cement production capacity in early 2007 by 900,000 m tpa to reach 4.8 m
tpa, Yanbu Cement was able to increase its market share by 3% in 2007 to capture 17% of the
market. As Yanbu Cement is positioned in the heart of the Kingdom’s construction boom, and
primarily for that reason we feel that the company is poised to sustain a positive financial
performance within our forecast period.

We value Yanbu Cement SAR82.83 per share, 3.2% higher than the
current market price

We valued Yanbu Cement using the DCF methodology (weighted average cost of capital: 10.7%,
terminal growth rate: 3.0%) and comparison based PE valuation versus peers based on years
2008e till 2010e, assigning a 50% weight to the DCF fair value and 50% weight to the comparison
based valuation. We arrived at a fair value of SAR82.83 per share, 3.2% higher than its current
market price of SAR80.25 per share. Accordingly, we assign Eastern Province Cement a “Hold”
recommendation.

Khalid Khalil
kkhalil@bmg.com.sa

Ismail Sadek
isadek@bmg.com.sa

Tarek Shahin
tshahin@bmg.com.sa

BMG Financial Advisors
P.O. Box 52972

Jeddah 21573 Saudi Arabia
Tel: +966 (2) 668 1777
Fax: +966 (2) 668 1888
Website: www.bmg.com.sa

Selected Indicators

Year end December 2007A 2008E 2009F 2010F 2011F 2012F
Revenues (SAR mil.) 1,171 1,312 1,313 1,300 1,265 1,301
Gross Profit (SAR mil.) 680 77 761 746 732 7
Gross Profit Margin (%0) 58% 59% 58% 57% 58% 60%
EBITDA (SAR mil.) 763 859 842 824 810 853
EBITDA Margin (%6) 65% 65% 64% 63% 64% 66%
Net Income (SAR mil.) 661 736 717 698 682 721
EPS after Approp. (SAR) 6.27 6.98 6.81 6.63 6.47 6.84
P/E (x) 12.8 115 11.8 121 12.4 11.7
P/B (x) 3.6 3.6 3.7 3.7 3.8 3.6
P/CF (x) 10.9 10.2 10.3 10.4 10.4 10.0
EV/EBITDA (x) 11.02 9.80 9.99 10.21 10.38 9.87
Net Debt/EBITDA (x) -0.03 -0.06 -0.02 -0.08 -0.08 -0.23
Dividend Per Share (SAR) 5.00 5.31 5.32 6.02 5.86 6.40
Dividend Yield (%6) 6.2% 6.6% 6.6% 7.5% 7.3% 8.0%

Source: Yanbu Cement, BMG estimates
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Yanbu Cement

In 2007, Yanbu Cement sold approximately 4.7 million tons of cement to the local market versus 3.5
million tons in 2006; the 33.3% y-0-y growth rate far exceeds the industry’s overall y-o-y growth rate of
8.5%, whereby aggregate local cement dispatches came in at 26.8 million tons of cement versus 24.7
million tons in FY06. As the western region is benefiting from the bulk of Saudi Arabia’s infrastructure
and real estate investments, Yanbu Cement was able to increase its market share from 14% in FY06 to
17% in FYO7, expanding the most amongst its peers. Due to its favourable proximity to Medina, Mecca
and Jeddah where demand is at its strongest, cement prices witnessed a hike of 4.1% from 2006 to 2007
to reach SR252/ton compared to SR242/ton. It should be noted that Yanbu Cement is not a cement
exporter and provides all of its produce to the local market.

The finalization of Yanbu Cement’s upgrade in its fourth production line which shifted assets previously
categorized as projects under construction to actual fixed assets (that are functional) led the company to
witness an increase in its ROA ratio by 466bps as it grew from 22.80% in FY06 to 27.46% in FYOQ7.
Additionally, the company witnessed a noticeable increase in its ROIC jumping from 28.47% during the
previous year to 32.14% in 2007.

Yanbu Cement witnessed a drop in its current ratio which stood at 1.8 in FYO7 compared to 2.52 in FY06
as its current liabilities grew by 55.4% compared versus a 13.2% growth in its current assets, whereby
payables soared by 395.8% to reach SAR27.9 million versus SAR5.6 million in FYO6. However, despite
having witnessed a drop in its current ratio, Yanbu Cement enjoys a good cash position, yielding a free
cash flow of EE731.6 million in FYO7.

Ultimately, Yanbu Cement yielded in a net profit figure of SAR660.9 million for the year 2007, growing by
29.0% y-o0-y, on the back of healthier pricing and increased amount of volumes sold.

Yanbu Cement also owns a 60.0% stake in Yanbu Al Shuaiba Paper Products Company, which is
specializes in the packaging of cement and creates a vertical integration for the company as it satisfies
Yanbu Cement’s packaging needs.

Figure 12| Financial Performance Indicators from years 2006 to 2008F
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Figure 13| Product Mix
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Q1FY08 Financial results:

Yanbu Cement's top line figure reached SR323.1million in Q1FY08 compared to SR268.8 in
Q1FY07 growing by 20.2% y-0-y

COGS/Revenue ratio increased by 230 bps to reach 46.2% in Q1FY08 versus 43.9% in Q1 FYO07,
while SG&A/Revenue remained relatively constant dropping by a mere 10 bps to come in at
1.9% in Q1FY08 compared to 2.0% in Q1FY07

EBITDA margin declined by 430 bps to reach 59.6% in Q1FY07 versus 63.9% in Q1 FY08

Net Income increased by 11% to come in at SR168.4 million compared to SR151.6 million in
Q1FYO7

Figure 14| First Quarter Comparable Financial Indicators from years 2007 and 2008
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Looking Forward...

Looking forward, we expect to see Yanbu Cement’s utilization rate increase to 103% for the year 2008,
to produce approximately 5.0 million tons, of which all will be consumed locally. As the western region
continues to work on its mega real estate and infrastructure projects, we believe that by 2010 Yanbu
Cement’s utilization rate will reach a peak of 108% to produce and sell 5.2 million tons of cement to the
local market. For the remaining years of our forecast period we expect to witness a drop in the
company'’s utilization rate to stabilize at 100% by 2012. Prices will reach a peak during 2008 to reach an
average of SAR265/tonne, but will probably decline for the following two years, reaching to as low as
SAR250/tonne as additional cement capacities come within KSA come into line and supply should initially
outstrip demand. However, looking onwards into years 2011 to 2012, we predict a hike in prices of a
CAGR of 2% to return back to SAR265/tonne. This is based on the assumption that most cement
companies will begin to reduce their utilization rates, in order to restore the supply and demand gap. In

addition, as Saudi Arabia’s port infrastructure strengthens through the commencement of new port Yanbu Cement topline
facilities nationwide, we anticipate an increased amount of cement exports to take place and the expected 1o grow by

; . . 12.1% in 2008 then
emergence of the western region as a cement exporter, which will further squeeze the supply and decline at CAGR of
demand gap and provide further reason to our forecast cement price increase. Ultimately, we expect 1.2% from years 2009
Yanbu Cement to record a robust top line figure of SAR1.31 billion, growing by 12.1% y-o-y, while to 2011

declining by a CAGR of 1.2% throughout 2009 to 2011 then increase by 2.8% in 2012 to reach SAR1.3
billion.

We do not anticipate much change in the company’s cost structure from FY08 to FY10, however as we EBITDA will decline

expect prices to decrease during FY09 and FY10, the company’s EBITDA margin will decline to 63.4% by initially during FYO8 to

FY10 compared to 65.5% in FY0O8. From years 2011 to 2012, we expect the company will incur greater FY10 then pick up

transportation costs as we predict that there will no longer be a ban on exports and Yanbu Cement will again from years ?011

begin its export operations, however, the company should enjoy favourable pricing from the export 10 2012 d;/e to price

market coupled with improved local pricing, therefore, bringing its EBITDA margin back to 65.5% by fmovements

2012. Ultimately, the company will witness a 11.3% increase in its bottom line figure in FY08 to reach

SAR753.5, only to drop by a CAGR of 2.5% from 2009 to 2010 to reach SAR697.9 million. For the next

two years, we expect Yanbu Cement’s top line figure increase at an average of 2.8% to reach SAR720.6

million at 2012.

Key Indicators

Figures are in SAR'000 2006a 2007a 2008e 2009e 2010e Yanbu Cement P/E will

Design Capacity 3,900,000 4,800,000 4,800,000 4,800,000 4,800,000 still remain relatively
lower than most
regional peers despite

Revenues 843,243 1,170,728 1.311.750 1,313,250 1,265,425 facing increase

Revenue growth (%) 38.8% 12.1% 0.1% -1.0% starting from 2009

EBITDA 601,145 762,944 858,631 841,822 823,996

EBITDA/ton 154 159 179 175 172

Net Income 512,201 660,953 735,571 717,203 697,853

EPS 6.27 6.98 6.81 6.63

P/E 12.8 11.5 11.8 12.1

Source: Financial Statements, BMG estimates
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Yanbu Cement - Financial Statements

Income Statement Summary

SAR million 2007A 2008E 2009F 2010F 2011F 2012F
Revenues 1,170.7 1,311.8 1,313.3 1,300.0 1,265.4 1,300.8
COGS (490.4) (535.1) (552.5) (554.5) (533.5) (524.0)
Gross Profit 680.3 776.7 760.7 745.5 732.0 776.8
SG&A (24.1) (27.1) (30.2) (35.1) (38.0) (42.9)
Depreciation 106.8 109.0 111.3 113.6 116.1 118.7
EBITDA 762.9 858.6 841.8 824.0 810.2 852.6
EBIT 656.2 749.6 730.5 710.4 694.0 733.9
Net Financing Cost (1.1) 0.4) (0.2) (0.1) 0.0 0.0
EBT 681.3 758.2 739.3 719.4 703.0 742.9
Zakat Taxes 18.6 20.7 20.2 19.6 19.2 20.3
Net Profit b. Minority 662.8 737.6 719.2 699.8 683.8 722.6
Minority Interest* 1.8 2.0 2.0 1.9 1.9 2.0
Net Income 661.0 735.6 717.2 697.9 682.0 720.6

Source: Yanbu Cement, BMG estimates

Balance Sheet Summary

SAR million 2007A 2008E 2009F 2010F 2011F 2012F
Cash 37.6 57.7 23.8 67.5 65.2 193.5
Receivables 106.6 118.6 118.7 117.5 114.4 117.6
Inventory 242.8 264.9 273.5 274.5 264.1 259.4
Other Current Assets 10.1 11.3 11.3 11.2 10.9 11.2
Total Current Assets 397.0 452.5 427.3 470.7 454.6 581.7
Net Fixed Assets 1,518.4 1,479.3 1,438.0 1,394.5 1,358.3 1,319.6
Other Long Term Assets 648.1 648.1 648.1 648.1 648.1 648.1
Total Long Term Assets 2,166.4 2,127.4 2,086.1 2,042.5 2,006.4 1,967.7
Total Assets 2,563.4 2,579.9 2,513.4 2,513.3 2,461.0 2,549.4
Short Term Debt 0.0 0.0 0.0 0.0 0.0 0.0
Payables 27.9 30.8 31.8 31.9 30.7 30.1
Provisions 0.0 0.0 0.0 0.0 0.0 0.0
Other Current Liabilities 152.4 162.8 162.9 161.9 159.4 162.0
Total Current Liabilities 216.1 229.4 230.5 225.0 221.2 223.3
Total Grey Area 14.1 12.3 12.3 12.3 12.3 12.3
Long Term Debt 9.7 5.0 0.4 0.0 0.0 0.0
Other LT Liabilities 0.0 0.0 0.0 0.0 0.0 0.0
Total LT Liabilities 9.7 5.0 0.4 0.0 0.0 0.0
Paid in Capital 1,050.0 1,050.0 1,050.0 1,050.0 1,050.0 1,050.0
Reserves 525.0 525.0 525.0 525.0 525.0 525.0
Treasury Stock 0.0 0.0 0.0 0.0 0.0 0.0
Retained Earnings 748.5 758.2 695.3 701.0 652.5 738.8
Adjustments 0.0 0.0 0.0 0.0 0.0 0.0
Net Worth 2,323.5 2,333.2 2,270.3 2,276.0 2,227.5 2,313.8
Total Liabilities & Equity 2,563.4 2,579.9 2,513.4 2,513.3 2,461.0 2,549.4

Source: Yanbu Cement, BMG estimates
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Key Ratios 2007A 2008E 2009F 2010F 2011F 2012F
Revenue Growth (%) 38.8% 12.05% 0.11% 1.01% 2.66% 2.80%
EBITDA Growth (%) 26.9% 12.54% -1.96% 2.12% -1.68% 5.24%
Net Profit Growth (%) 29.0% 11.29% -2.50% 2.70% 2.27% 5.67%
EBITDA Margin (%) 65.2% 65.46% 64.10% 63.38% 64.02% 65.54%
Net Profit Margin (%) 56.46% 56.08% 54.61% 53.68% 53.89% 55.40%
EPS (SAR) 6.27 6.98 6.81 6.63 6.47 6.84
ROA 27.5% 28.60% 28.16% 27.77% 27.42% 28.77%
ROE 28.5% 31.53% 31.59% 30.66% 30.62% 31.14%
ROIC 32.1% 36.37% 36.20% 36.12% 36.28% 38.83%
Current Ratio 1.84 1.97 1.85 2.09 2.05 2.61
Total Debt/Equity 0.01 0.00 0.00 0.00 0.00 0.00
Net Debt/EBITDA (0.03) (0.06) (0.02) (0.08) (0.08) (0.23)
DPS 5.00 5.31 5.32 6.02 5.86 6.40
Dividend Payout 79.4% 75.8% 77.9% 90.5% 90.2% 93.2%
P/E 12.8 11.5 11.8 12.1 12.4 11.7
P/BV 3.6 36 37 3.7 3.8 3.6
EV/EBITDA 11.0 9.8 10.0 10.2 10.4 9.9

Source: Yanbu Cement, BMG estimates
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Undergoing Local and Regional Expansion

Benefiting from Favourable Positioning

Arabian Cement Company benefits from favourable positioning, largely due to the fact that it is
T located in the heart of KSA’s main construction and real estate activities. With its plants located in
SARS 22 Rabigh, not only does the company have the advantage of easy accessibility to neighbouring

’ Jeddah, Mecca and Al Madina but the company also thrives in having a wealth of raw material

P otk (unlike companies located in central and western region) resources including limestone deposits,
3010.SSE thus mitigating the risks associated with transportation costs. Of great significance is the fact that

ACC is the nearest cement player to King Abdullah Economic City, which has consequently led the
IR ECE) HE6 cement producer to supply cement, whilst incurring minimal transportation costs.
ARCCO AB '

In 2007, Arabian Cement produced 2.8 million tones of cement, 203,000 tons short of the amount
Market Cap_ ) produced in 2006, attributable to a shortage in the company’s clinker inventory stock pile created
SARG.4 billion during previous years which could not be compensated for through importing feasible supply.
US$1.7 billion Consequently, the company witnessed a drop in its market share, capturing 9.3% in 2007
Enterprise Value compared to 11.1% in 2006. Nevertheless, the western region has been witnessing a construction
SARG6.4 billion renaissance, buoyed by heavy infrastructure and real estate projects. That said, the cement
US$1.7 billion producer maintained its high utilization rate which reached 109% in 2007 compared to 108% in
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2006.

Regional Expansion

Arabian Cement'’s strategy to branch out from the KSA has already been put into action as the
company’ is currently in the process of preparing its 2.0 m tpa plant capacity in Al-Katarana,
Jordan of which ACC holds an 80% stake in.

Despite Drop in Top-line, Growth Witnessed in Efficiency Ratios and

Bottom Line on the Back of Higher Prices

Arabian Cement’s sales figure for 2007 witnessed a decline of 3.5% to SAR721.6 million versus
SAR747.8 million during 2006 accredited to a lesser quantity of cement produced and sequentially
sold in 2007. It should be noted however, that the surge witnessed in the company’s EBITA
margin at 60.4% in 2007 compared to 55.6% in 2006; gaining 480 bps on the back of a greater
amount of efficiency in production as its EBITDA cash cost was at SAR101/tonne in 2007 versus
SAR107/tonne in 2006, and additionally due to more favorable local pricing. The yearly average
price witnessed a hike of 4.1% to average at SAR255/tonne in the year 2007 compared to
SAR245/tonne 2006.

As witnessed in previous years, Arabian Cement continues to cater all of its cement production to
the local market and, looking forward, we foresee a continuation in this pattern throughout the
next 3 years. This is due to the fact that there are only two cement players in this actively
booming region with only one more player expected to commence operations by 2010.

We value Arabian Cement SAR109.68 per share, 36.7% above the

current market price

We value Arabian Cement using the DCF methodology (weighted average cost of capital: 8.4%,
terminal growth rate: 3.0%) and comparison based PE valuation versus peers based on years
2008e till 2010F, assigning a 50% weight to the DCF fair value and 50% weight to the comparison
based valuation. Having included Arabian Cement’'s planned cement factory in Jordan into our
model, we arrived at a fair value of SAR109.68 per share, 36.7% higher than its current market
price of SAR80.25 per share. Accordingly, we assign Arabian Cement a “Buy” recommendation.
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Selected Indicators

Year end December 2007A 2008E 2009F 2010F 2011F 2012F
Revenues (SAR mil.) 722 806 969 1,636 1,617 1,632
Gross Profit (SAR mil.) 422 469 559 1,037 1,031 1,055
Gross Profit Margin (%6) 58% 58% 58% 63% 64% 65%
EBITDA (SAR mil.) 436 512 603 1,044 1,037 1,061
EBITDA Margin (%) 60% 64% 62% 64% 64% 65%
Net Income (SAR mil.) 392 423 499 933 930 948
EPS after Approp. (SAR)* 5.57 5.26 6.20 11.59 11.56 11.78
P/E (x) 14.4 15.3 12.9 6.9 6.9 6.8
P/B (X) 35 2.7 2.4 2.2 1.9 18
P/CF () 12.6 12.9 11.6 7.4 6.2 6.1
EV/EBITDA (X) 14.72 12.53 10.65 6.15 6.19 6.05
Net Debt/EBITDA (x) 0.38 0.84 1.14 0.66 0.28 -0.09
Dividend Per Share (SAR) 4.29 3.28 3.95 6.67 6.59 6.65
Dividend Yield (%) 5.34%  4.09%  4.92% 8.31% 8.21%  8.29%

Source: Arabian Cement, BMG estimates
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Arabian Cement

Figure 15] Financial Performance Indicators from years 2006 to 2008F
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Arabian Cement is currently preparing its 6" cement production facility which should bring forth an
additional 2.4 million tonnes of cement per annum which is expected to operate by 2H 2008. Upon its
completion, the company’s first four production lines (which account for approximately 1.4m tpa of
cement) will be terminated and replaced with this new facility, thus bringing Arabian Cement’s aggregate
production capacity up to 3.8 million tons of cement per annum. It should be ntoed that the new
production line will depend on heavy fuel as its energy resource as opposed to crude oil (which is what
Arabian Cement currently uses to run all its production lines) which should contribute to a significant
reduction in the company’s COGS/revenues ratio, which stood at 42% in 2007.

Despite having incurred a lower top line figure in 2007 from the previous year, Arabian Cement’s bottom
line figure reached SAR392.2 million, growing by a robust 17.6% y-o-y. This is mostly attributable to the
increased cost efficiency the company experienced as discussed above.

Notable Expansions

Other than Arabian Cement’s planned expansion, the company has undertaken a 50:50 joint venture with,
Italcementi, with a cement plant being prepared with a production capacity of 3.0 m tpa of clinker. With
a net investment cost of SR2.0 billion the plant is expected to commence operations in Lubna (close to
Rabigh) by the end of 2010.

Additionally, Arabian Cement is in the process of constructing a US$400 million plant in Jordan which will
bring a production capacity of 2m tpa of cement (upgradeable to 4m tpa). Arabian Cement has an 80%
stake in the US$400 million plant, which we expect will come into line by mid-2010. Jordan currently has
only one player, Jordan Cement Factories Company (JCFC), a unit of France’s Lafarge S.A, which has a
production capacity of 4.4m tpa which will be upgraded to 5.5m tpa by late 2008. Jordan is currently a
net importer of cement.

Q1FYO08 Financial results:

e Arabian Cement witnessed 38.6% y-o0-y growth rate in its Q1FYO8 top line figure to reach
SR253.8million compared to SR183.1 million in Q1FYO7 on the back of higher sales

° The COGS/Revenue ratio increased by 360 bps to reach 50.5% in Q1FYO08 versus 46.9% in Q1
FYO7, while SG&A to Revenues remained constant at 5%

. The company’s EBITDA margin declined by 560 bps to reach 53.1% in Q1FY08 versus 58.7% in
Q1 FYO7
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to increase its

production capacity to
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Upon completion of
6" production line,
first four lines will be
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starting with Jordan.
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. Net income increased by 23.6% to come in at SR115.3 million compared to SR93.2 million in
Q1FYO7

Figure 16] First Quarter Comparable Financial Indicators from years 2007 and 2008
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Looking Forward...

Looking forward, we expect Arabian Cement to undergo positive growth in its top line figure throughout
2008 to 2009 to average at 16%, as its new production line will begin operations midway into 2008 and
the company will ramp up its utilization rate from 80% to 100% to deliver 3.8 million tons locally.
Although we predict that prices will fall during 2009 and 2010, to stand at SR250/tonne, our outlook on
Arabian Cement’s top line revenue throughout those years remains positive due to the fact that it will
continue to supply King Abdullah Economic City with its cement needs, but even more so because of its
80% stake in Al Katarana Cement in Jordan which will commence its operations by early to mid 2010.

We predict that EBITDA margins will witness a significant hike in 2008 to reach 63.6% versus 60.4% in
2007, buoyed by the implementation of the more cost efficient production line which will use heavy fuel
as opposed to crude oil. Arabian Cement, however, will probably witness a decline in its EBITDA margin
to 62.2% in 2009 due to lowered prices, but looking further from 2010 to 2012, EBITDA margins should
increase by a CAGR of 1.0% to reach 65.03% in 2012 as 1) prices will begin to recover in 2011, 2)
improved port facilities will giver Arabian Cement greater accessibility to the export market (as we
assume that the cement export ban will be lifted by late 2010/early2011) and 3) entrance to the
Jordanian market (which is currently a net importer of cement).

As Arabian Cement’s utilization rate reaches it peak of 109% in 2010, coupled with the launch of its
Jordanian plant’s operation, the company’s top line figure should increase by 68.8% only to retreat by
1.2% during the following year then pick up again by 1.0% to reach SAR1,632 million in 2012.

We expect the company’s net profit to grow at a CAGR of 12.9% during years 2008 and 2009 to reach
SAR499.1 million by 2009, while in 2010 net profit will witness a surge of 86.9% followed by a CAGR of
0.8% for years 2011 to 2012 to reach SAR948 million by the end of 2012.

We Modeled the Al Katarana Plant, But Not the JV with Italcementi

Having received confirmation from management, we have good reason to believe that Arabian Cement’s
expected cement operations in Al-Katarana, Jordan, will come into stream within our forecast period, and
in we have, therefore, included it in our model. With regard to Arabian cement's 50:50 JV with
Italcementi, we will include it in our model once we are able to obtain further details on the deal and we
receive confirmation from management.
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Key Indicators

Figures are in SAR'000 2006A 2007A 2008E 2009F 2010F

Design Capacity 2,800,000 2,800,000, 3,800,000 3,800,000 3,800,000 Arabian Cement
displays positive P/E
multiples through out

Revenues 747,848 721,572 805,600 969,000 1,635,500 forecast period

Revenue growth (%) -3.5% 11.7% 20.3% 68.8% compared to regional
peers

EBITDA 416,216 435,941 512,420 602,524 1,044,042

EBITDA/ton 149 156 135 159 275

Net Income 333,580 392,165 423,293 499,100 932,801

EPS 5.57 5.26 6.20 11.59

P/E 14.4 15.3 12.9 6.9

Source: Financial statements, BMG estimates
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Arabian Cement - Financial Statements

Income Statement Summary

SAR million 2007A 2008E 2009F 2010F 2011F 2012F
Revenues 721.6 805.6 969.0 1,635.5 1,616.7 1,632.0
COGS (300.0) (336.1) (409.6) (598.1) (585.2) (577.2)
Gross Profit 421.5 469.5 559.4 1,037.4 1,031.5 1,054.8
SG&A (34.7) (41.9) (52.3) (94.9) (97.0) (97.9)
Depreciation 49.1 84.8 95.4 101.5 102.9 104.5
EBITDA 435.9 512.4 602.5 1,044.0 1,037.4 1,061.3
EBIT 374.2 416.4 495.9 931.3 923.3 945.6
Net Financing Cost - (11.6) (12.4) (12.6) (5.2) (8.0)
EBT 402.6 433.7 512.7 947.6 947.1 966.8
Zakat Taxes 10.4 10.4 13.6 14.8 16.8 18.7
Net Profit b. Minority 392.2 423.3 499.1 932.8 930.4 948.0
Minority Interest* 0.0 0.0 0.0 0.0 0.0 0.0
Net Income 392.2 423.3 499.1 932.8 930.4 948.0

Source: Arabian Cement, BMG estimates

Balance Sheet Summary
SAR million 2007A 2008E 2009F 2010F 2011F 2012F
Cash 116.6 148.2 188.8 193.0 325.1 688.7
Receivables 87.4 97.6 117.4 198.2 195.9 197.8
Inventory 108.0 121.0 147.5 215.4 210.7 207.8
Other Current Assets 81.3 90.7 109.1 184.2 182.1 183.8
Total Current Assets 393.37 457.57 562.85 790.80 913.87 1,278.16
Net Fixed Assets 1,591 2,427 2,862 3,064 3,032 3,004
Other Long Term Assets 381.4 381.4 381.4 381.4 381.4 381.4
Total Long Term Assets 1,972.4 2,808.5 3,242.9 3,445.0 3,413.7 3,385.3
Total Assets 2,365.7 3,266.1 3,805.8 4,235.8 4,327.5 4,663.5
Short Term Debt 0.0 151.5 245.4 289.0 80.8 149.0
Payables 99.0 110.9 135.1 197.3 193.1 190.4
Provisions 34.6 45.8 57.0 68.3 79.5 90.7
Other Current Liabilities 109.4 119.4 119.4 119.4 119.4 119.4
Total Current Liabilities 339.8 464.8 594.1 727.1 525.8 565.5
Total Grey Area 0.0 0.0 0.0 0.0 0.0 0.0
Long Term Debt 185.4 388.3 591.2 538.2 485.1 432.0
Other LT Liabilities 0.0 0.0 0.0 0.0 0.0 0.0
Total LT Liabilities 185.4 388.3 591.2 538.2 485.1 432.0
Paid in Capital 700.0 800.0 800.0 800.0 800.0 800.0
Reserves 434.2 337.8 342.1 349.4 356.6 363.9
Treasury Stock 0.0 0.0 0.0 0.0 0.0 0.0
Retained Earnings 572.0 740.9 944.0 1,286.8 1,625.7 1,967.8
Adjustments 134.3 134.3 134.3 134.3 134.3 134.3
Net Worth 1,840.5 2,413.0 2,620.4 2,970.5 3,316.6 3,666.0
Total Liabilities & Equity 2,365.7 3,266.1 3,805.8 4,235.8 4,327.5 4,663.5

Source: Arabian Cement, BMG estimates
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Financial Ratios

Key Ratios 2007A 2008E 2009F 2010F 2011F 2012F
Revenue Growth (%) -3.5% 11.7% 20.3% 68.8% -1.2% 1.0%
EBITDA Growth (%) 4.7% 17.5% 17.6% 73.3% -0.6% 2.3%
Net Profit Growth (%) 17.6% 7.9% 17.9% 86.9% -0.3% 1.9%
EBITDA Margin (%) 60.4% 63.6% 62.2% 63.8% 64.2% 65.0%
Net Profit Margin (%) 54.4% 52.5% 51.5% 57.0% 57.6% 58.1%
EPS (SAR) 5.57 5.26 6.20 11.59 11.56 11.78
ROA 18.8% 15.0% 14.1% 23.2% 21.7% 21.1%
ROE 21.3% 17.5% 19.1% 31.4% 28.1% 25.9%
Current Ratio 1.2 1.0 1.0 1.1 1.7 2.3
Total Debt/Equity 0.2 0.2 0.3 0.3 0.2 0.2
Net Debt/EBITDA 0.4 0.8 1.1 0.7 0.3 -0.1
DPS 4.29 3.28 3.95 6.67 6.59 6.65
Dividend Payout 76.5% 62.1% 63.3% 57.2% 56.7% 56.1%
P/E 14.4 15.3 12.9 6.9 6.9 6.8
P/BV 3.5 2.7 2.4 2.2 1.9 1.8
EV/EBITDA 14.7 12.5 10.7 6.2 6.2 6.1

Source: Arabian Cement, BMG estimates
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Qassim Cement

Key Indicators

Figures are in SAR'000 2006a 2007a 2008e 2009e 2010e
Design Capacity 1,650,000 3,000,000 3,000,000 3,000,000 3,000,000
Revenues 543,079 847,004 898,020 956,578 966,143
Revenue growth (%) 55.96% 6.02% 6.52% 1.00%
EBITDA 357,447 601,549 632,041 668,458 677,735
EBITDA/ton 160 174 171 167 169
Net Income 315,575 540,548 552,888 587,772 597,405
EPS 7.0 12.0 12.2 13.0 13.2
P/E 13.9 13.1 12.9

Source: Financial statements, BMG estimates

Valuation Assumptions

Qassim Cement is not undergoing any expansion for the forecast period and growth is thus limited to
higher utilization. Our price assumptions follow a slight decline pattern for 2008 and 2009, during which
the sudden oversupply of cement from existing and new producers in the central region will act to move
prices down. We also assumed that cash costs for 2008 will increase slightly to reflect the increase in
wages, transportation and other inflationary overhead items. Nevertheless, we expect no cost increase in
the price of either crude oil or electricity, used by Al Qassim Cement.

Q1 FY2008 Results

e Al Qassim Cement reported relatively impressive results for Q1 FY2008. Its sales figure rose by 73.4%
to SAR242.8 million, implying that the newly installed capacity during 2007 has materialized in a
relatively short ramp up period. At an assumed cement price of SAR255, the cement sales volume
reached over 950,000 tonnes, which amounts to 31% of the new annual capacity of almost 3 million

tonnes

e Al Qassim Cement’'s EBITDA remained healthy, reporting 75.5% y-0-y growth over Q1 2007, while EPS
grew by 78% to SAR3.56. EPS and EBITDA growth rates that are higher than sales growth indicate
growth with higher profitability rates

Figure 20| Financial Estimates and Exports

Figure 21] 2007 Exports vs Local Sales
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Qassim Cement - Financial Statements

Income Statement Summary

SAR million 2007A 2008A 2009F 2010F 2011F 2012F
Revenues 847 393 957 966 993 1,021
COGS -290 -307 -329 -330 -331 -332
Gross Profit 557.4 591.3 627.9 636.1 667.2 689.1
SGEA -19.7 -20.9 223 225 23.2 -23.8
Depreciation 63.9 61.6 62.9 64.1 65.4 66.7
EBITDA 601.5 632.0 668.5 677.7 709.3 732.1
EBIT 549.3 560.5 595.1 603.0 632.9 654.1
Net Financing Cost 8.9 4.2 6.2 9.0 11.1 13.1
EBT 563.6 568.1 604.6 615.4 647.4 670.7
Zakat Taxes 23.1 15.2 16.9 18.0 19.2 20.3
Net Profit b. Minority 540.5 552.9 587.8 597.4 628.3 650.3
Minority Interest* 0.0 0.0 0.0 0.0 0.0 0.0
Net Income 540.5 552.9 587.8 597.4 628.3 650.3
Source: Qassim Cement, BMG estimates
Balance Sheet Summary
SAR million 2007A 2008A 2009F 2010F 2011F 2012F
Cash 520.2 610.7 745.1 825.6 905.8 1,004.9
Receivables 32.5 34.4 36.7 37.0 38.2 39.1
Inventory 128.6 1253 1343 134.9 135.2 135.6
Other Current Assets 257 27.2 29.0 29.3 30.2 30.9
Total Current Assets 707 798 945 1,027 1,109 1,211
Net Fixed Assets 1,254 1,120 1,097 1,072 1,047 1,022
Other Long Term Assets 99 99 99 99 99 99
Total Long Term Assets 1,352 1,219 1,195 1,171 1,146 1,120
Total Assets 2,059 2,017 2,140 2,197 2,255 2,331
Short Term Debt 0.0 0.0 0.0 0.0 0.0 0.0
Payables 11.2 11.9 12.8 12.8 12.8 12.9
Provisions 0.0 0.0 0.0 0.0 0.0 0.0
Other Current Liabilities 266.2 268.3 2705 272.6 274.8 277.0
Total Current Liabilities 303.4 324.2 338.2 343.4 344.1 303.5
Total Grey Area 0.0 0.0 0.0 0.0 0.0 0.0
Long Term Debt 216 200 145 87 30 30
Other LT Liabilities 16.3 16.3 16.3 16.3 16.3 16.3
Total LT Liabilities 232 216 161 103 46 46
Paid in Capital 450 450 450 450 450 450
Reserves 601 731 870 1,011 1,156 1,304
Treasury Stock 0.0 0.0 0.0 0.0 0.0 0.0
Retained Earnings 472.6 295.6 321.1 290.8 259.4 227.3
Adjustments 0.0 0.0 0.0 0.0 0.0 0.0
Net Worth 1,523 1,477 1,641 1,751 1,865 1,981
Total Liabilities & Equity 2,059 2,017 2,140 2,197 2,255 2,331

Source: Qassim Cement, BMG estimates
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Financial Ratios

Key Ratios 2007A 2008A 2009F 2010F 2011F 2012F
Revenue Growth (%) 56.0% 6.0% 6.5% 1.0% 3.3% 2.3%
EBITDA Growth (%) 68.3% 5.1% 5.8% 1.4% 4.7% 3.2%
Net Profit Growth (%) 71.3% 2.3% 6.3% 1.6% 5.2% 3.5%
EBITDA Margin (%) 71.0% 70.4% 69.9% 70.2% 71.1% 71.7%
Net Profit Margin (%) 63.8% 61.6% 61.5% 61.8% 63.0% 63.7%
EPS (SAR) 11.96 12.24 13.01 13.22 13.91 14.40
ROA 28.3% 27.1% 28.3% 27.5% 28.2% 28.4%
ROE 35.5% 37.4% 35.8% 34.1% 33.7% 32.8%
Current Ratio 2.3 2.5 2.8 3.0 3.2 4.0
Total Debt/Equity 0.2 0.2 0.1 0.1 0.1 0.0
Net Debt/EBITDA 0.5 0.6 0.8 -1.0 1.2 -1.3
DPS 6.90 8.12 8.65 9.98 10.31 10.55
Dividend Payout 57.4% 66.1% 66.2% 75.2% 73.8% 73.0%
P/E 14.2 13.9 13.1 12.9 12.2 11.8
P/BV 5.0 5.2 4.7 4.4 4.1 3.9
EV/EBITDA 123 11.7 11.0 10.9 10.4 10.1

Source: Qassim Cement, BMG estimates
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