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Eastern Cement (EPCC) 
Underweight  Export ban impeding growth 
Price (SR) 47.00 

12-month target price (SR) 38.60 

Potential upside/downside (%) ↓ 17.8 

 EPCC has found it difficult to grow sales in recent times. Restrictions on the sale of 

cement outside KSA have engendered a 50% decline in export volumes. At home, 

growing competition is eroding domestic market share. These factors indicate an 

absence of near-term growth triggers and underpin our Underweight rating on the stock. 

Stock details 
 

Financials 

52-week range H/L (SR) 86/38  2008 2009E 2010E 2011E CAGR%
Market cap ($ mn) 1,079 Revenues SR mn 799 656 614 552 (11.6)
Shares outstanding (mn) 86 EBITDA SR mn 511 396 365 310 (15.4)
Listed on exchange TADAWUL Net income SR mn 434 329 299 246 (17.3)

Price perform(%) 1M 3M 12M Assets SR mn 2,201 2,231 2,257 2,222 0.3

Absolute 0.0 18.1 (44.7) Equity SR mn 1,875 1,945 1,984 1,970 1.7
Rel. to market (15.1) 3.8 0.1 EBITDA margin % 63.9 60.4  59.4  56.1 -
Avg daily turnover (mn) SR US$ Net margin % 54.4 50.2  48.8  44.6 -
3M 7.4 2.0 ROE % 21.8 17.2  15.2  12.4 -
12M 7.9 2.1 ROA % 18.5 14.9  13.3  11.0 -

Reuters code 3080.SE Source: Company, NCBC Research estimates 

Bloomberg code EACCO AB  
Website www.epcco.com.sa  

Valuation multiples 

 08 09E 10E
P/E (x) 9.3 12.3 13.5

P/B (x) 2.2 2.1 2.0

EV/EBITDA (x) 7.3 9.4 10.3

Div yield (%) 6.4 6.4 6.4

Source: NCBC Research estimates 
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• Export ban leaves EPCC crippled: EPCC sold 3.12mt of cement/clinker in 2008, down 

14.6% YoY, due to the restriction on sale of cement outside the Kingdom, effective mid-

June 2008. EPCC’s export sales halved in 2008 owing to the ban. If restrictions continue, 

we expect EPCC’s export volumes to shrink 79% more in 2009  

• Rising competition threatens domestic market share: EPCC’s share in the domestic 

market has declined to 8.5% in 2008 from 9.4% in 2007. Competition from new companies

(Riyadh Cement and City Cement) is intensifying. Moreover, existing players are expanding 

capacity. Saudi Cement, EPCC’s closest geographic competitor, has been increasing its 

cement production capacity  

• Price realizations under pressure: The credit turmoil has affected the off-take of cement, 

leaving companies with large inventory stockpiles (nearly three months of sales). This trend 

could lead to price wars, going forward. We see cement prices declining to SR206/ton over 

the next two years and expect EPCC’s net profit to reduce by 11% each year over 2008-12.

Discussions with management indicate possible dumping of cement by competitors at low 

prices in certain parts of the Kingdom  

• Industry stockpiles could reach 13.0mt: At the end of Mar-2009, the 9.1mt clinker and 

cement inventory was sufficient to meet the local demand for c3.5 months. This could 

probably climb to as high as 13.0mt by the end of Dec-2009 

• Valuation: At the current stock price, EPCC is trading at a P/E of 12.3x 09E earnings and an 

EV/ton of USD317 on 09 capacity, against the industry average of 10.3x and USD300

respectively. The stock offers a dividend yield of 6.4% (09E). Due to high dependence on 

exports and increased competition in the domestic market, we assign EPCC an

UNDERWEIGHT rating with a target price of SR38.6, a downside of 17.8%  
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Investment scenarios 
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Price Target :  

SR38.6 

Weighting of DCF base case and relative valuation parameters of 
P/E, EV/EBITDA and P/BV in ratio 40/60. In relative valuation, we 
use the 2009E earnings, EBITDA and book value. In DCF, we 
forecast earnings until 2012 and discount free cash flows accruing 
to the company to arrive at the PV. 

 

DCF Bull Case 
SR55.7 

Removal of export ban on cement by the Saudi Government, a 
10% increase in cement demand, and an improvement in price 
realizations resulting in revenue CAGR of 0.1% between 2008-11E. 
We expect cement exports to touch 720,000 tons in 2011.  

 

DCF Base Case 
SR36.4 

With no increase in capacity in the near term and expected 
oversupply in the country, we assume 2008-11E revenue CAGR of 
(11.6%) for EPCC.  

 

DCF Bear Case 
SR17.1 

Should the Saudi Government maintain its stance on cement
exports, the increased production capacity would result in 
additional price cuts, while lower capacity utilizations could lead to 
higher production costs (per ton). We also assume the availability
of credit becoming difficult, leading to a 10% decline in cement
demand growth (from the base-case). As a result, 2008-11E
revenue CAGR dips (17.5%), with EBITDA margins shrinking to 
45% in 2011.  

 

Falling price realizations and ban on exports weigh down  
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Why Underweight 

• Dependence on exports: EPCC’s cement and 
clinker sales declined 14.6% in 2008 due to a 50% 
fall in exports. We expect exports to shrink 79% in 
2009 

• Losing market share: EPCC’s declined share in
the KSA Cement Market is shrinking further due to 
competition from new players 

• Stockpile burden: As of Dec-08, EPCC held close 
to 4 months inventory of cement and clinker. This 
has now fallen back to the industry average of 
about 3.5 months cement sales 

• Trades at a premium: EPCC is available at an 
EV/ton of USD317 on 2009 capacity, compared 
with the industry average of USD300 

• Dividend slashed: EPCC has cut dividend 
payments to shareholders recently. It announced a 
dividend of SR3 per share for 2008, compared with 
SR6 per share for 2007 

Key value drivers 

• Location advantage. Despite the export ban, 
EPCC and Saudi Cement Company manage to sell 
cement to Bahrain, which has been allowed a 
special weekly quota of 25,000 tons cement. The 
production facility of EPCC lies 165km north of 
Dammam and 70km from Jubail Industrial Port 

• Gas-fired kilns. EPCC uses natural gas to fire all 
its kilns. The subsidized natural gas (USD0.75 per 
MMBtu) helps keep production costs competitive 

Risks 

• Commissioning of the Yemen plant: EPCC is a 
30% partner in Arab Yemen Cement Company, 
which is setting up a 1.5MTPA greenfield cement 
plant at Mukhalla in Hadramout governorate of the 
Republic of Yemen. Cash flows from the project 
have not been incorporated in our model 

• Cement production from new companies: The 
list of cement producing companies in Saudi Arabia 
is on the rise. The annual cement production 
capacity of 44mt is expected to increase by 25% to 
55mt by Dec 2010. However, given the slowdown 
in construction activities, some of the new cement 
companies may shelve their plans 

Potential catalysts 

• Removal of restriction on cement exports will 
allow the company to cater to the lucrative 
overseas markets. EPCC exported 1,120,000 tons 
of cement in 2007 and 915,000 tons in 2006 
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Investment view 
Export ban hits EPCC where it hurts the most: EPCC sold 3.12mt of cement/clinker in 2008, 

down 14.6% YoY, due to poor export sales. Restriction on sale of cement outside the Kingdom, 

effective mid-June 2008 has resulted in a 50% decline in export sales for EPCC. Prior to the 

ban, EPCC exported close to 100,000 tons of cement every month, which is now decimated to 

near 10,000 tons. (The company continues to export cement because Bahrain has been 

granted a special quota to import 25,000 tons of cement a week from Saudi Arabia). In case the 

export ban continues, we expect EPCC’s export volumes to shrink by 79% in 2009. 

However, should the ban be removed, we project increased demand and higher price 

realizations to provide a 16.6% upside for the stock.  

EPCC derived 18% of its sales from the overseas markets in 2008, compared with 31% in 

2007.  

Exhibit 1:  Contribution of export sales to total sales has declined considerably 
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Source: Yamama Cement, NCBC Research 

Rising competition threatens domestic market share: EPCC’s share in the domestic market 

has reduced to 8.5% in 2008 from 9.4% in 2007. We expect the company’s market share to fall 

further, given that most incumbents are facing increased competition from new entrants like 

Riyadh Cement, Najran Cement, Medina or City Cement, and Northern Province Cement. The 

new players brought-in ~7.5mt of annual cement production capacity and captured more than 

10% share in the domestic market in just over a year.  

In addition to this, EPCC also faces threat from Saudi Cement Company (SCC), its 

geographically closest competitor, which has recently completed capacity expansion and is now 

the single-largest cement company in the Kingdom. SCC invested nearly SR2.2bn (USD587mn) 

to double its annual cement production capacity, which would be fully operational anytime soon.  

Price realizations under pressure: We expect cement prices to average at SR228/ton in 2009 

and SR217/ton in 2010, and decline to SR206/ton during 2011-12.  

The credit turmoil has affected the off-take of cement, leaving cement companies with huge 

stockpiles of unsold material. Total cement and clinker stock of the industry stood at 8.1mt in 

Dec-08, or about 3.5 months’ cement sales. At the end of 1Q-09, the stock level had risen to 

9.1mt. Ballpark calculations indicate that with a continued export ban, industry stockpiles could 

possibly reach as high as 13.0mt by Dec-09.  
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I NV ES T M E N T V I EW  

This scenario could lead to price wars. Increase in domestic supplies would depress price 

realizations, which are already showing signs of weakness. The average price realization for the 

cement industry stood at SR239/ton (1Q-09), versus SR256/ton in 1Q-08).  

Please refer to our KSA Cement Monthly for further details. 

Exhibit 2:  Rising stockpiles and lower prices seen over the last few quarters  
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Net profit likely to fall at 11% CAGR from 2008 to 2012: KSA cement companies are highly 

profitable, with EBITDA margins of above 63%, compared to the GCC average of 38–40%, the 

Asian average of 30–35%, and the global average of 20–22%. In 2008, EPCC clocked an 

EBITDA margin of 64%, on par with the industry average. Going forward, we expect the 

EBITDA margin to contract because of falling cement prices and higher production costs. As a 

result, we forecast net profit to record a CAGR of (-11%) over 2008-12.  

At the current market price of SR47.0 per share, EPCC trades at a P/E multiple of 12.3x on 

2009E, compared with the industry average of 10.3x 2009E earnings. The stock is priced at an 

EV/ton (2009 capacity) of USD317 versus the industry average of USD300. We assign EPCC 

an UNDERWEIGHT rating, underpinned by high dependence on exports, increased 

competition in the domestic market, and shrinking profit margins.  
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I NV ES T M E N T V I EW  

Investment risks 
• Oil price volatility: The Saudi economy depends highly on the hydrocarbon sector and is 

vulnerable to periodic swings in oil prices. Demand growth for cement is high in Saudi 

Arabia, as record oil revenues have been aiding Government spending on infrastructure, 

including roads, schools and other buildings, and due to an attractive demographic profile. 

The recent plunge in crude oil prices is likely to result in an economic slowdown, hurting 

cement demand, given cement’s correlation to construction activities that would typically 

suffer in a slowdown. However, the reverse also holds true, with demand for cement 

picking up if crude oil prices start moving up 

• Capacity glut may be avoided: Apart from the eight cement producers, some of which are 

enhancing production capacity, there are a number of new cement companies that are set 

to commence production over 2009-2010. The Saudi Ministry of Industry has issued nearly 

27 licenses (planned capacity of 45mn tons) to various companies to set up cement 

factories. Even if half of these capacities come on stream over the next couple of years, 

competition would intensify for the incumbents. Some companies are re-considering their 

cement projects. Al Watan Cement, for instance, has recently cancelled plans to set up a 

3.3mt per annum greenfield cement plant at Jalajil, north of Riyadh. We believe more such 

cancellations could benefit EPCC and similar players 

• Removal of restrictions on cement export: The Saudi Government’s restrictions on 

cement exports have been in place since June 2008. Consequently, sales and profits of 

major cement exporting companies such as EPCC have declined. EPCC’s export volumes 

more than halved to 575,000 tons in 2008 from 1,129,000 tons in 2007. However, if the 

Government decides to remove the restriction on exports, which is a possibility, EPCC 

could benefit significantly. We have incorporated this factor in our bull case scenario  
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Valuation 
We use the following methodologies to arrive at a fair price for EPCC:  

• Discounted cash flow (DCF) 

• Peer group valuation (EV/EBITDA, P/E and P/BV) 

• Justified P/E and P/BV 

Weighted average cost of capital (WACC) 
Given the USD-SR peg, we take the US 10-year Treasury yield of 2.90% as the risk-free rate. 

The company’s adjusted beta (weekly returns since 1 January 2007 compared with the TASI) is 

0.73. We assume an equity risk premium of 10.45% for Saudi Arabia. The cost of equity for the 

company is calculated as 10.54%.  

The cost of debt for EPCC is based on the company’s SR155.4mn loan from Saudi Industrial 

Development Fund (SIDF). Provisions for Zakat made by EPCC over the last three years have 

been in the range of 3.4–3.9%. The post-tax cost of debt for EPCC aggregated 1.86%. Using 

the above assumptions, we arrive at WACC for EPCC of 10.31% in 2009.  

Discounted cash flow  
We evaluate EPCC’s business on the basis of DCF, with cash flow forecasts up to 2012 and 

terminal growth rate assumption at 2.5%. 

Exhibit 3:  Details of DCF valuation  

(SR'000 unless specified) Value %age of total
Sum of PV of FCFF - 4 year 926,254 29.6

PV of terminal value 1,897,295 60.7

Enterprise value 2,823,548  

  Add: Cash available 438,981 14.0

  Less: Total debt            135,400 (4.3)

Equity value 3,127,129  

No. of shares outstanding ('000)   86,000  

Value per share (SR) 36.4  

Source: Company, NCBC Research 

Our DCF valuation gives a target value of SR36.4 per share. EPCC is currently trading at a 

premium of 22.6% to this value. The table below indicates the sensitivity of the target value to 

changes in cost of equity (CoE) and terminal growth rate.  

Exhibit 4:  DCF-based fair value (SR) for a range of CoEs and terminal growth rates 

    Cost of equity (%) 

   8.5 9.5 10.5 11.5 12.5 
1.5  41.3   37.0   33.7   31.0   28.8  

2.0  43.5   38.7   34.9   32.0   29.6  

2.5  46.0   40.5   36.4   33.1   30.5  

3.0  49.1   42.7   37.9   34.3   31.5  Te
rm

in
al

 
gr

ow
th

 ra
te

 
(%

) 

3.5  52.7   45.2   39.8   35.7   32.5  

Source: Bloomberg, NCBC Research 
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V A LU A TI O N  

Peer group valuation 
Valuation multiples (P/E, P/B, EV/EBITDA) of KSA cement companies for the last two financial 

years and FY09 are considered.  

Exhibit 5:  Valuation metrics - all cement companies in KSA 

Company name P/E EV/EBITDA P/BV 

  07A 08A 09E 07A 08A 09E 07A 08A 09E
Arabian Cement 9.6 11.7 8.7 11.1 11.9 9.2 2.1 1.7 1.6

Tabuk Cement 9.0 12.6 17.4 6.0 8.1 9.9 1.9 1.9 N/A

Qassim Cement 9.4 10.0 9.3 7.5 7.9 7.4 3.3 2.9 2.6

Southern Cement 12.5 11.1 N/A 10.9 9.7 N/A 3.8 3.7 N/A

Yanbu Cement 7.8 9.2 8.2 6.6 7.4 7.2 2.2 2.2 2.1

Yamama Cement 7.6 9.1 8.2 6.9 7.1 7.4 2.4 2.2 2.0

Saudi Cement 10.6 11.7 8.4 10.7 11.9 8.3 2.7 2.6 2.2

Eastern Cement 7.5 9.3 12.3 6.2 7.3 9.4 1.9 2.2 2.1
Overall average 9.2 10.6 10.3 8.2 8.9 8.4 2.5 2.4 2.1

Average (excluding EPCC) 9.5 10.8 10.0 8.5 9.1 8.2 2.6 2.5 2.1

Premium / (discount) (%)  (21.4)  (13.8) 22.6  (26.9)  (19.8) 15.1  (26.8)  (12.1)  (1.9)

Source: Company, Reuters, NCBC Research estimates 

We take the industry’s 09 P/E to arrive at EPCC’s target price. We apply similar calculations for 

EV/EBITDA and P/BV. The target P/E, EV/EBITDA, and P/BV multiples used are 10.0, 8.2 and 

2.1 respectively. These multiples are then seen in consonance with 09E earnings, shareholders 

equity and EBITDA, to arrive at the target price.  

The table below lists our valuation of EPCC based on peer multiples.  

Exhibit 6:  Valuation based on multiples 

Particulars 2009E
Net Profit (SRmn) 329.1

P/E (Industry) 10.0

Value based on P/E (SR) 38.3
EBITDA (SRmn) 395.8

EV/EBITDA (Industry) 8.2

Value based on EV/EBITDA (SR) 41.3
Shareholders Equity (SRmn) 1,944.6

P/BV (Industry) 2.1

Value based on P/BV (SR) 47.9

Source: NCBC Research estimates 
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V A LU A TI O N  

We also value EPCC on EV/ton. The chart below shows EPCC trading at an EV/ton of 

USD317x 08 capacity versus the industry average of USD311 per ton for the same year.  

Exhibit 7:  Regional — EV per ton  and EBITDA margins (2008)  
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We compare Saudi Arabian cement companies with some of their international peers and 

conclude that KSA cement companies’ valuations are reasonable because their EBITDA 

margins are far higher than those elsewhere in the world.  

Exhibit 8:  KSA valuations look reasonable 
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V A LU A TI O N  

Justified P/E and P/BV 

With a dividend payout of 71% and a sustainable growth rate of 2.5%, we arrive at a justified 

P/E of 8.9. Multiplying this with the 2009 EPS of SR3.8, we obtain a target price of SR33.9 for 

EPCC.  

Similarly, we determine the value of EPCC using the Justified P/BV approach. We obtain a 

justified P/BV of 1.7, assuming an ROE of 16.1% and a terminal growth rate of 2.5%. Multiplying 

this with the average 2009 BVPS of SR22.6, we derive a target price of SR38.2 for the 

company.  

Blended valuation 
Assigning different weights to all the methodologies discussed, we arrive at a target price of 

SR38.6 per share for EPCC. This represents a downside of 17.8% from the CMP of SR47.0.  

Exhibit 11:  Blended valuation 

(SR) Price Weightage (%)
DCF 36.4 40.0

Price/Earnings 36.1 20.0

 - Peer group 38.3

 - Justified 33.9

EV/EBITDA 41.3 20.0

Price/Book value 43.0 20.0

 - Peer group 47.9

 - Justified 38.2

 38.6 100.0

Source: NCBC Research 

Exhibit 9:  Target price (SR) based on justified P/E   

    Dividend payout (%) 

   61 66 71 76 81 
1.5  25.9   28.0   30.2   32.3   34.4  

2.0  27.4   29.7   31.9   34.2   36.4  

2.5  29.1   31.5   33.9   36.3   38.7  

3.0  31.1   33.6   36.2   38.7   41.2  Te
rm

in
al

 
gr

ow
th

 ra
te

 
(%

) 

3.5  33.3   36.0   38.7   41.4   44.2  

Source: NCBC Research 

Exhibit 10:  Target price (SR) based on justified P/BV 

    RoE (%) 

   11.1 13.6 16.1 18.6 21.1 
1.5  23.9   30.2   36.5   42.7   49.0  

2.0  24.0   30.6   37.3   43.9   50.5  

2.5  24.1   31.1   38.2   45.2   52.2  

3.0  24.2   31.7   39.2   46.7   54.2  Te
rm

in
al

 
gr

ow
th

 ra
te

 
(%

) 

3.5  24.3   32.4   40.4   48.4   56.5  

Source: NCBC Research 
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V A LU A TI O N  

Valuation evolution 
Since 2001, EPCC has largely traded in the EV/EBITDA band of 10–22x. The company is 

currently trading at 7.3x 08 EBITDA and at 9.4x 09E EBITDA, which are below the low end of its 

historical EV/EBITDA band.  

Exhibit 12:  EV/EBITDA bands – EPCC trades just below the lower band 
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Source: Company, Bloomberg, NCBC Research  

The fall in enterprise value observed at the beginning of 2006 was in line with the decline in the 

benchmark Tadawul All Share Index (TASI). The TASI plunged by more than 50% in 2006 

owing to exceptionally high valuations, speculative trading, and profit booking. It again fell ~55% 

in 2008, in line with the global financial meltdown.  

The historical movement of EPCC’s P/E multiple is similarly plotted. Since 2001, EPCC largely 

traded in the P/E band of 10-22x. The company is currently trading at 9.3x 08 earnings and at 

12.3x 09E earnings.  

Exhibit 13:  P/E bands –  EPCC trades at 9.3x 2008 earnings 
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V A LU A TI O N  

Dividends  
EPCC has been paying regular dividends to its shareholders. In 2007, the company paid SR6.0 

per share as dividend, an increase of 50%, compared with SR4.0 paid in 2006. However, 

declining profitability and an adverse economic climate have led to EPCC cutting its dividend 

payments to SR3.0 in 2008.  

Exhibit 14:  Dividends slashed in 2008 

('000 SR unless specified) 2004A 2005A 2006A 2007A 2008A
Dividend per share (SR) 3.00 3.25 4.00 6.00 3.00
Earning per share (SR) 3.14 3.47 5.18 6.30 5.05

Gross dividend 258,000 279,500 344,000 516,000 258,000

Net income 269,911 298,835 445,500 541,419 434,237

Dividend payout (%)            95.6 93.5 77.2 95.3 59.4
Paid-up equity capital 645,000 645,000 860,000 860,000 860,000

Source: Company, Tadawul, NCBC Research 

EPCC’s dividend payout ratio is among the highest in the industry. Barring 2006 and 2008, its 

payout has been above 90% every year since 2001. We expect payouts to decline to as much 

as 60% in the coming years.  

Liquidity 
EPCC is counted among the top three liquid counters in KSA’s cement sector in terms of value 

of trades executed and volumes. In 2008, shares worth SR12.3mn (or 0.16mn shares) were 

traded on a daily basis, on an average.  

Exhibit 15:  EPCC is among the top three traded cement stocks 
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Ownership restrictions / accessibility 
• Investors resident in Saudi (Saudi / GCC / Foreigners)  No restrictions 

• GCC Investors not resident in Saudi Arabia   No restrictions 

• Non-GCC (Foreign) Investors     Allowed through swaps 
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Business background 

Company overview 
Eastern Province Cement Company (EPCC) is among the mid-tier cement manufacturers in 

Saudi Arabia. In 2008, the company produced 3.11mt of cement and 3.42mt of clinker. It sold 

3.10mt of cement in total: 2.55mt in the domestic market and exported the rest. The company’s 

share in the domestic cement market stood at 8.5% in 2008.  

Although the company sold 7.5% more cement in the domestic market, its market share 

contracted in 2008 due to commencement of production by four new cement companies in KSA. 

In other words, though the overall pie for cement in the country expanded, the market share of 

EPCC has reduced.  

Corporate history 
EPCC was established in 1982 as Saudi-Kuwaiti Cement Company. The company’s name 

changed to its present one after Kuwaiti shareholders sold their 45% stake in 1994. 

EPCC’s manufacturing facility lies about 165km north of Dammam in Al Khursaniya, on Abu 

Hadriya Highway. (The region was placed on the world map following production of 500,000 

barrels of oil per day at the Khursaniya field, recently. The Kingdom's main oil and gas fields are 

located in the Eastern Province).  

EPCC also benefits from its plant being located just 70km from Jubail Industrial Port, making it 

easier to export cement and clinker.  

Exhibit 16:  Plant location and past export destinations  

 

Source: Company, EIU, NCBC Research 

Commercial production of cement by EPCC started in 1985, with two 3,500TPD (tons per day) 

lines supplied by Polysius of Germany. An expansion followed in 2006, when the company 
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added a 3,500TPD kiln, taking the total clinker production capacity to 3.1MTPA and cement 

capacity to 3.5MTPA.  

Exhibit 17:  Clinker capacity (1985 – till date)  

Year Kilns TPD Days Tons
1985 1 3,500 300 1,050,000

1985 1 3,500 300 1,050,000

2006 1 3,500 330 1,050,000

     3,150,000

Source: Company, NCBC Research 

EPCC produces two types of cement conforming to local and international standards: 1) The 

commonly used Ordinary Portland Cement (OPC or Type–1) and 2) Sulfate Resistant Cement 

(SRC or Type–5); SRC is mainly used in concrete structures such as dams that are exposed to 

soil and groundwater with high sulfate content. The cement produced by EPCC not only 

confirms to the national SASO standards, but also to the American (ASTM), British (BS), and 

European (EN) standards.  

Exhibit 18:  Sales and net profit – Positive CAGR in 03-08 
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EPCC’s net profit registered a CAGR of 11.6% over 2003–08, compared with the industry’s 

average net profit CAGR of 10.5%. In this period, EPCC’s cement and clinker volume sales rose 

at an average annual rate of 3.1%, compared with the industry average of 3.0%. 

EPCC has been awarded the ISO 9001: 2000 for Total Quality System from M/s RWTUV, 

Germany. The company has many modernization projects under way, focused on increasing 

production efficiency and improving product quality to meet various international standards. The 

company currently employs ~800 people. 

EPCC has also displayed its commitment towards community welfare. In order to provide a 

clean environment and ensure safety of its workers, the company has installed Electrostatic 

Precipitators (10); Gravel Bed filters (2); and numerous bag dust collectors at different locations 

of the plant. Rehabilitation of quarry sites by land filling is also done on a routine basis.  
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Shareholding pattern 
With 10.6%, the Public Pension Agency of Saudi Arabia currently holds the single-largest stake 

in EPCC. Other major shareholders include Public Investment Fund (10.0%) and General 

Organization for Social Insurance (10.0%). Approximately 70.0% of EPCC’s outstanding shares 

are available as free-float.  

Exhibit 19:  Shareholding pattern as of March 2009 
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Source: Tadawul, NCBC Research 

The Government of Saudi Arabia holds large number of shares in most of the cement 

companies by way of investment through the General Organization for Social Insurance, Public 

Pension Agency, and Public Investment Fund. As per Tadawul, the total holdings of the 

Government are as follows: Southern Province Cement (50.3%), Qassim Cement (45.8%), 

Eastern Province Cement (30.6%), Yanbu Cement (21.7%), Saudi Cement (13.5%), Yamama 

Cement (12.1%) and Arabian Cement (5.1%).  
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Business overview 

Market share 
In 2008, EPCC sold 2.55mn tons of cement/clinker, giving it a share of 8.5% in the domestic 

cement market. The top three positions in 2008 were held by Southern Cement (15.8%), Yanbu 

Cement (14.3%) and Saudi Cement (14.1%). EPCC ranked a poor seventh in 2008.  

Exhibit 20:  EPCC has seen a decline in its domestic market share 
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More players are entering the business and eating into the market shares of incumbents. The 

newly established cement companies managed to capture as much as 11.0% of the domestic 

cement market in their first year of operations. Our analysis indicates that cement producers in 

the central region are likely to see their market shares contract significantly.  

Our industry data for Jan-Dec 2008 suggests that the four new companies—Riyadh Cement, 

Najran Cement, City Cement, and Northern Cement—sold 3.32mt of cement and clinker in the 

domestic market in KSA, and exported another 0.38mt. The total industry sales over the same 

period were 30.0mt (domestic) and 2.8mt (export).  

Key competitive advantages 
We review EPCC’s cement production costs juxtaposed with those of other cement companies 

operating in the Kingdom.  

Looking at the four-year historical data, we find that EPCC was never amongst the low-cost 

cement producers in Saudi Arabia. Even in 2008, it just about managed to bring its production 

cost below the industry average. Cement companies in the eastern region do not enjoy the 

availability of large deposits of limestone, gypsum and sand, as their western counterparts. 

Transporting these from other regions increases their costs. Nevertheless, EPCC’s cost of 

producing cement is on par with its geographically closest competitor – Saudi Cement 

Company.  

Some of the other positive factors for EPCC are: 

• EPCC enjoys proximity to Dammam, the largest city in the Eastern Province, and to the 

Jubail Industrial Port, providing easy access to the export market. In fact, had it not been 

the location, EPCC would have been hit even more due to the restriction on exports. The 

Government allows the export of 25,000tons of cement a week to Bahrain 
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• EPCC has access to low-cost natural gas. The company runs a 52km 16-inch dia pipeline 

to source its gas supplies from Jubail. Natural gas is available at subsidized rates from 

Aramco. As per the Energy Information Administration (EIA), gas prices in Saudi Arabia 

have been set by the Ministry at USD0.75 MMBtu, far below the international rate of 

USD3.50 per MMBtu  

• The general profitability of Saudi Arabian cement companies is much higher than those 

operating in regional markets 

Exhibit 21:  KSA cement companies have superior margins (2007) 
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• EPCC holds limestone mining rights over an acreage spreading 39sq. km in the Al 

Khursaniya region  

• EPCC is upgrading its cement plant to improve efficiency and productivity. In December 

2008, the company placed an order with ABB Switzerland Ltd to revamp two raw mills and 

four cement mills at a cost of USD6.5mn  

Plant 

EPCC’s cement plant is modern and its kilns can operate both on gas as well as diesel oil. Its 

three kilns are equipped with four-to–five-stage cyclone pre-heater, an on-line pre-calciner, two-

to-three-stage hydraulic grate cooler, separate Tertiary Air Duct (TAD), and a 20% bypass 

system.  

EPCC gets its power supplies from the Saudi Electricity Company @ SR0.12 per kWh. Should 

the company plan to set up a captive power plant, all its electricity needs should be met by a 

65MW power plant.  

Capacity utilization 

EPCC has been running its plants quite efficiently. Its capacity utilization levels have been 

above 100% for many years, barring 2006, when the company added production line No.3. 

QCC and YCC had seen similar declines in capacity utilization in 2007 and 2005, respectively, 

due to the mid-year commissioning of new capacities. 

In the forecast period, we see EPCC’s capacity utilization rate moving in the range of 80–95%. 
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Exhibit 22:  Clinker capacity utilization – EPCC maintains its stand 
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Management 

Dr Zamil Bin Abdulrahman Almokrin is the General Manager of EPCC.  

Mr Fadl Al Oumi, the Marketing Manager of EPCC, has over 20 years of experience in the 

cement industry.  
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Financial performance 

Sales 
EPCC reported sales of SR798.8mn in 2008, a decline of 13.5% over the previous year. 

Revenues registered a CAGR of 13.1% over the period 2005–08, supported by strong growth in 

volumes. Cement sales stood at 3.12mt in 2008, representing an increase of 7.7% each year 

over the last three years. The company’s average price realizations for cement grew from 

SR221/ton in 2005 to SR256/ton in 2008. We do not expect such strong sales growth from the 

company in the near future, mainly as production capacity would remain static, whereas the 

price environment would continue to weaken.  

Exhibit 23:  We expect lower sales for EPCC  
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Export restrictions 
EPCC exported 575,000 tons of cement, close to a fifth of its total production in 2008. Exports 

declined 49% during the year due to the restriction on sale of cement outside Saudi Arabia, 

effective since June 2008.  

Exhibit 24:  EPCC is highly dependent on exports  
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We expect exports to fall another 79% in 2009 and stabilize at 120,000 tons each year as long 

as the ban remains in place. We believe increasing export market share was a sound strategy 



 

29 APRIL 2009 EASTERN PROVINCE CEMENT - INITIATING COVERAGE 19

F I NA N CI AL S  P E R F O RM A N CE  

adopted by EPCC, as newly-established companies in the central region (Riyadh Cement and 

Medina Cement) and near-doubling of production capacity by Saudi Cement would have 

affected sales in the domestic market.  

Cement exports by the Saudi companies gained traction primarily because the cost of producing 

cement is comparatively lower in this part of the world. Companies in Saudi Arabia would 

normally try to sell some of their output to neighboring countries (Bahrain, Qatar and the UAE), 

where cement prices are 50–60% higher than in Saudi Arabia.  

Margins  
Saudi Arabian cement companies’ gross margins are 10–15 percentage points higher than 

those of their counterparts in Egypt, the UAE, India, and multinationals. In 2008, EPCC earned 

a gross margin of 58.0%, compared with the KSA cement industry’s average of 55.8%. 

However, the company’s gross margins have contracted for two straight years due to the rising 

production cost of cement. EPCC’s cement production cost has increased to SR107/ton in 2008 

from SR98/ton in 2007 and SR93/ton in 2006.  

We believe that most of the Saudi cement companies are not likely to maintain such high gross 

margins in future, largely due to an expected reduction in average selling price and general rise 

in production costs. A likely hike in natural gas price (currently subsidized) could also impact 

gross profit margins. We see cement prices in the Kingdom declining to SR228/ton in 2009, 

SR217/ton in 2010 and then stabilizing at SR206/ton until 2012. On the other hand, we expect 

EPCC’s production cost to rise to SR112/ton by 2012.  

Exhibit 25:  Declining margins expected over the forecast period 
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Selling, general and administrative (SG&A) expenses of EPCC have also been on the rise. 

SG&A expenses, as a proportion of revenues, reached 5.2% in 2008 from 4.2% in 2007. As 

competition intensifies, we expect SG&A expenses to increase in the years ahead. As a result, 

the operating profit margins of EPCC are likely to contract over the forecast period to 38.3% in 

2012 from 52.8% in 2008.  

Fixed asset investment 
EPCC completed its last capacity expansion in May 2006. The addition of a new 1.0mt 

(3,500TPD single kiln) facility led to a 50% jump in the company’s annual capacity to 3.3mt of 
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clinker. The new line was established at a total cost of SR400mn. The company has not 

announced any major expansion plan following this program. However, it recently informed the 

investors of its decision to shut-down its oldest 3,500TPD kiln for major maintenance.  

Cash and investments 
EPCC had SR282.7mn in cash and cash equivalents, and SR418.5mn in the form of 

investments, at the end of December 2008. The same stood at SR627.9mn and SR574.7mn, a 

year earlier.  

EPCC has investments in Saudi Spanish Ready-Mix Concrete Co (50%), Arabian Yemen 

Cement Company (30%), Industrialization and Energy Services Co. (5.44%), and Saudi 

Industrial Investment Group (1.20%). 

Exhibit 26:  Breakdown of Investments – 2008 

Company name 
Stake

(%) 
Paid-up capital

(SR mn)
 Investment

(SR mn) Line of business 
Saudi Spanish Ready-Mix Concrete Co. 50.00 NA 2.5 Ready-Mix Concrete 

Arabian Yemen Cement Co.  30.00 375.0 112.5 Cement 

Industrialization and Energy Services 
Co. (TAQA) 5.44 2,000.0 108.8 Oil & gas services 

Saudi Industrial Investment Group 
(SIIG) 1.20 4,500.0 53.8 Petrochemical   
Source: Company, Tadawul, NCBC Research 

• Saudi Spanish Ready-Mix Concrete is into the ready mixed concrete business. Based at 

Al-Khubar, Saudi Arabia, it is 50:50 partnership with Brainsa Ready-mix Concrete (Spanish 

Limited liability Co).  

• Arabian Yemen Cement, which is also being supported by IFC (the private sector arm of 

the World Bank), is setting up a 1.5mt greenfield cement plant at Mukhalla in Hadramout 

governorate of the Republic of Yemen. The other shareholders in Arabian Yemen Cement 

are Sheikh Mohammed Hussain Al-Amoudi, Abdullah Ahmed Bugshan, and Saudi Binladin 

Group.  

• TAQA provides services for the oil and gas industry, including exploration and drilling of oil 

and gas, geophysical surveys, and manufacturing pipes for water supply. Yamama Cement 

and Tabuk Cement also own 5.62% and 3.37% each in TAQA.  

• SIIG is publicly listed and focuses on industrial investment in the petrochemical industry in 

Saudi Arabia. The market value of 5.38mn shares held in Saudi Industrial Investment 

Group stood at SR54.1mn in 2008.  

Leverage  
EPCC raised a loan of ~SR210mn to part-finance its 3,500TPD capacity expansion plan. The 

2008 balance sheet showed that the company had SR155.4mn as long-term debt outstanding 

from SIDF.  

We expect the company’s long-term debt to reduce over the forecast period. EPCC had zero 

debt before 2004.  
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Profitability  
EPCC’s ROE and ROA contracted by a large extent in 2008. We conducted a DuPont analysis 

at the company and industry level to identify the reasons.  

Exhibit 27:  DuPont breakdown 

Particulars 2006 2007 2008
Asset turnover (times) 0.37 0.39 0.34

Net profit margin (%) 57.7 58.6 54.4

Equity multiplier (times) 1.19 1.19 1.18

Return on equity (%) 25.3 27.4 21.8
Return on assets (%) 21.1 23.0 18.5 
Source: Company, NCBC Research 

The main reasons for the contraction are: declines in asset turnover ratio (to 0.34 in 2008 from 

0.39 in 2007) and net profit margin (to 54.4% in 2008 from 58.6% in 2007). The asset turnover 

ratio of EPCC is just a tad below the industry average of 0.35, while its net profit margin is 

higher than the industry average of 52.7%.  

At the end of 2008, EPCC’s ROE stood at 21.8% versus the industry average of 23.3%. Its ROA 

of 18.5% was higher than the industry average of 18.3%. 

For an industry overview, please refer to our initiation of coverage report on Yamama Cement 

dated April 06, 2009. 
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Financials 

Key financials 

 (SR mn) 2006 2007 2008 2009E 2010E 2011E 2012E
Income statement         

Net sales 773 924 799 656 614 552 622

% change 19.6  (13.5)  (17.9)  (6.4)  (10.1) 12.8 

Operating expenses 336 398 377 351 343 340 384

Operating profit 437 526 422 305 270 212 239

EBITDA 502 599 511 396 365 310 341

% change 19.3  (14.8)  (22.5)  (7.9)  (15.1) 10.0 

Dep. & Amortization 65 73 88 91 94 98 102

EBIT 437 526 422 305 270 212 239

Interest Income, net (4) (4) (4) (3) (2) (2) (1)

Other Income 28 40 32 35 39 42 46

Non-recurring items  0 0 0 0 0 0 0

Pre-tax profit 461 563 451 338 307 252 284

Tax (Zakat) 16 22 17 8 8 6 7

Net income 446 541 434 329 299 246 277

% change 21.5  (19.8)  (24.2)  (9.1)  (17.8) 12.5 

Balance sheet    
Current assets 948 1,002 804 831 857 825 929

Investments 367 575 419 419 419 419 419

Net fixed assets 880 894 903 907 907 904 896

Other assets 21 25 75 75 75 75 75

Total assets 2,215 2,496 2,201 2,231 2,257 2,222 2,319

Current liabilities 154 172 174 152 159 158 169

Total debt 185 155 115 85 60 35 10

Other liabilities 42 54 35 49 53 58 66

Total liabilities 382 382 325 287 273 252 246

Share capital 860 860 860 860 860 860 860

Reserves & surplus 973 1,254 1,015 1,085 1,124 1,110 1,213

Shareholders' funds 1,833 2,114 1,875 1,945 1,984 1,970 2,073

Total equity & liabilities 2,215 2,496 2,201 2,231 2,257 2,222 2,319

Cash flow statement    
Cash flow from op. (a) 517 594 353 489 436 387 358

Cash flow from inv.(b) (196) (209) (171) (95) (95) (95) (95)

CAPEX (71) (79) (79) (95) (95) (95) (95)

Free cash flow 446 515 274 394 342 292 263

Cash flow from fin.(c) (32) (359) (557) (290) (285) (285) (199)

Debt 36 (17) (30) (30) (25) (25) (25)

Net chg. in cash (a+b+c) 290 26 (375) 105 57 7 65

Cash at start of the year   312 602 628 283 387 444 452

Cash at end of the year   602 628 253 387 444 452 517

Source: Company, NCBC Research estimates  
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Key financials (contd.) 
 

 Key ratios 2006 2007 2008 2009E 2010E 2011E 2012E
Per share ratios (SR) 
EPS   5.2 6.3 5.0 3.8 3.5 2.9 3.2

Cash EPS 5.9 7.1 6.1 4.9 4.6 4.0 4.4

Div per share   4.0 6.0 3.0 3.0 3.0 2.0 2.0

Book value per share 21.3 24.6 21.8 22.6 23.1 22.9 24.1

Valuation ratios (x) 
P/E   9.1 7.5 9.3 12.3 13.5 16.4 14.6

P/Cash EPS 7.9 6.6 7.7 9.6 10.3 11.7 10.7

P/BV   2.2 1.9 2.2 2.1 2.0 2.1 1.9

EV/sales   4.9 4.1 4.7 5.7 6.0 6.6 5.7

EV/EBITDA   7.4 6.2 7.3 9.4 10.3 12.1 11.0

Div yield (%) 8.5 12.8 6.4  6.4  6.4 4.3 4.3 

Profitability ratios (%) 
Gross margins 61.2 61.1 58.0  52.9  50.4 45.7 45.7 

Operating margin 56.5 57.0 52.8  46.5  44.0 38.3 38.3 

EBITDA margins 65.0 64.9 63.9  60.4  59.4 56.1 54.7 

Net profit margins 57.7 58.6 54.4  50.2  48.8 44.6 44.5 

ROE 25.3 27.4 21.8  17.2  15.2 12.4 13.7 

ROA 21.1 23.0 18.5  14.9  13.3 11.0 12.2 

Liquidity ratios 
Current ratio   6.1 5.8 4.6 5.4 5.4 5.2 5.5

Quick Ratio  4.9 4.6 2.6 3.5 3.7 3.7 3.9

Operating ratios (days) 
Inventory  233 205 390 351 316 285 285

Receivables outstanding 53 46 48 49 54 54 54

Payables outstanding 87 69 98 98 107 107 107

Operating cycle 286 251 439 400 370 339 339

Cash cycle 199 182 341 303 263 231 231

Sector specific data / ratios 
EV/ton (SR) 1,187 1,187 1,187 1,187 1,187 1,187 1,187

EV/ton (USD) 317 317 317 317 317 317 317

Cement Capacity (000 tons) 3,498 3,498 3,498 3,498 3,498 3,498 3,498

Clinker Capacity (000 tons) 3,150 3,150 3,150 3,150 3,150 3,150 3,150

Capacity Utilization (%) - Clinker 96 107 109 89 88 83 94

Source: Company, NCBC Research estimates  
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performance of any investment is not indicative of future results. The value of securities, the income from them, the prices and currencies of securities, 
can go down as well as up. An investor may get back less than he or she originally invested. Additionally, fees may apply on investments in securities. 
Changes in currency rates may have an adverse effect on the value, price or income of a security. No part of this document may be reproduced without 
the written permission of NCB Capital. Neither this document nor any copy hereof may be distributed in any jurisdiction outside the Kingdom of Saudi 
Arabia where its distribution may be restricted by law. Persons who receive this document should make themselves aware, of and adhere to, any such 
restrictions. By accepting this document, the recipient agrees to be bound by the foregoing limitations. 
 
NCB Capital is authorised by the Capital Market Authority of the Kingdom of Saudi Arabia to carry out dealing, as principal and agent, and 
underwriting, managing, arranging, advising and custody, with respect to securities under licence number 37-06046. NCB Capital’s registered office is 
at 25th Floor, Al-Faisaliyah Tower, King Fahad Road, P.O. Box 22216, Riyadh 11495, Kingdom of Saudi Arabia. 
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