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** Please refer to page  27 for recommendations and risk ratings.

Raysut Cement Company (Raysut), a 2.7 million tons per  •
annum (Mtpa) integrated plant, is currently the largest cement 
player in Oman. Operating a German integrated plant and 
located 6 km away from the Salalah port on the southernmost 
tip of Oman, the company is strategically placed to reap 
benefits from both local and export markets. 

We feel Raysut’s timely capacity buildup over the last few  •
years not only allowed the company to focus on its export 
markets but also augmented its grip on the domestic front. 
The change in the 2008 revenue mix compared to 2007 was 
a clear testimony to this fact. This also makes the company 
comparatively more flexible than its only local competitor, 
Oman Cement.  

We expect margin expansion at all levels to counter a dip in  •
the top line to a great extent. We expect the EBITDA margin 
to decline marginally to 39.4% in 2009, peak at 51.6% 
in 2010, and then gradually decline to 48.4% throughout 
our forecast horizon. This would be a significant jump from 
the 6-year historical average of 44.1% and is mainly due to 
our forecast of the absence of cement imports from 2010 
onwards.

We are optimistic about Raysut’s future dividend payouts,  •
keeping in mind no planned capacity additions, significant free-
cash-flow-generating abilities, and cash-rich and deleveraged 
balance sheet status. We believe the credible track record for 
dividend payouts will be a major trigger for the stock going 
forward. On an expected 2009 payout of 75%, Raysut is 
currently trading at an attractive dividend yield of 6%. 

The company has generated an average return on shareholders’  •
equity (RoAE) of 30.5% for the last 4 years. Similarly, 4-year 
averages have been equally impressive for return on average 
capital employed (RoCE) and return on average total assets 
(RoAA) at 28.6% and 22.8%, respectively. However, we feel 
the decreasing trend in asset turnover will weigh down the 
return ratios going forward.

We arrived at a 12-month fair value for Raysut of RO 1.410  •
per share by using two valuation methods: discounted cash 
flow (DCF) and peer comparison (using forward EV/EBITDA 
multiples). With a downside of 3.9%, we are initiating coverage 
on the company with a “Hold” recommendation; however we 
draw investors attention to expected high dividend yields.
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Raysut MSCI Oman

Closing price* avg. value Traded per day

RO 1.467 RO 0.452 million

52-Week High market Cap

RO 3.220 RO 293.4 million

52-Week low Shares outstanding

RO 0.678 200 million

Reuters Bloomberg

RAYC.OM RCCI OM

Closely Held : 54.38% Public: 45.62%

ownership Structure

1Q2009 EBiTda a 3Q2009 EBiTda f
RO 9 million RO 7.3 million

2Q2009 EBiTda f 4Q2009 EBiTda f
RO 7.4 million KD 19.5 millionRO 5.8 million

2008 a 2009 f 2010 f 2011 f 2012 f

EBITDA Margin 39.9% 39.4% 51.6% 50.1% 48.9%

Net Profit Margin 30.4% 31.4% 41.4% 39.5% 38.3%

ROAE 28.7% 23.6% 25.9% 22.4% 22.2%

P/E 8.1 12.4 10.6 11.5 11.0

EV / EBITDA 5.9 9.5 8.2 8.7 8.3

Dividend Payout Ratio 73.8% 75% 75% 75% 75%

Dividend Yield 9.1% 6.0% 7.0% 6.5% 6.8%
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exeCutIVe suMMARy

Raysut, a 2.7 Mtpa integrated plant, was established in 1981 as Oman’s second cement player. 
Operating a German integrated plant and located 6 km from the Salalah port on the southernmost 
tip of Oman, the company is strategically placed to reap benefits from both local and export 
markets. Raysut’s exports are facilitated by its proximity to Yemen (accounting for 75%-80% 
of Raysut’s total exports over the years), other GCC countries, and Northeast African countries 
by sea route. The company saw a clear shift in the 2008 revenue mix supported by robust 
demand in the domestic market and government intervention to feed the demand. We feel the 
company’s timely capacity buildup over the last few years not only allowed Raysut to focus on 
its export markets but also augmented its grip on the domestic front. Raysut’s domestic market 
share rose to 49% in 2008, up from an average of 29.3% for the period 2003-2007. On the 
other hand, the company’s export revenue plunged to 26.7% of total revenue in 2008 (from an 
average of 53.8% of total revenue from 2003 to 2007). 

The Omani cement sector witnessed robust demand for the period from 2003 to 2008. 
Spiralling oil prices led to huge fiscal surpluses, which in turn resulted in massive government 
expenditure on infrastructure projects. This led cement consumption to grow at a 5-year CAGR 
of 16.7% from 2003 onwards. However, we are conservative regarding domestic and export 
cement prices going forward. This is mainly driven by Raysut’s only competitor, Oman Cement, 
increase of 1.2 Mtpa of clinker capacity, which will be commissioned by the end of 1Q2010, 
resulting in an additional 0.6 Mtpa of cement supply in the domestic market. Additional cement 
supply coupled with the ongoing slowdown in Oman and other regional economies justify our 
pessimism about domestic cement prices in Oman going forward. We expect average cement 
prices for the company to decline year-on-year by 12.6%, to RO 28.7 per ton in 2009. From 
2010 onwards, we do not think there will be any need for Omani cement companies to import 
cement. Our assumption of a no-import scenario from 2010 onwards is mainly driven by the 
same logic as that of future prices.

We forecast the company’s total revenue will decrease by 15.8% to RO 75 million in 2009 
compared to 2008 due to an expected dip of 12.6% and 3.6% in average cement prices and 
quantity of cement sold, respectively. We forecast total revenue to decrease at a 6-year CAGR of 
2.7% from RO 89.1 million in 2008 to RO 75.6 million in 2014. We expect margin expansion 
at all levels to counter a dip in the top line to a great extent. We expect the EBITDA margin to 
decline marginally from 39.9% in 2008 to 39.4% in 2009 and peak at 51.6% in 2010 and 
then to gradually decline to 48.4% throughout our forecast horizon (2009-2014). This would 
be a significant jump from the 6-year historical average of 44.1% and is mainly due to our 
forecast of the absence of cement imports from 2010 onwards. We are optimistic about the 
company’s future dividend payouts, keeping in mind no planned capacity additions, significant 
free-cash-flow-generating abilities, and cash-rich and deleveraged balance sheet status. On an 
expected payout of 75% for 2009, the company is currently trading at an attractive forward 
dividend yield of 6%.

We arrived at a 12-month fair value for Raysut of RO 1.410 per share by using two valuation 
methods: discounted cash flow (DCF) and peer comparison (using forward EV/EBITDA 
multiples). With a downside of 3.9%, we are initiating coverage on the company with a “Hold” 
recommendation. We have assigned Raysut a risk rating of 3 (on a scale of 1 to 5). This follows 
our subjective criteria for risk, such as risks associated with development in a sector similar to 
the company’s business segments. The major risks we believe that can have a material impact 
on the value of the company’s stock are as follows:

We believe the Omani cement market is not entirely insulated from cheap import threats from 
Saudi Arabia, Pakistan, and India that may put cement prices in Oman under pressure. Raysut 
is vulnerable to technical breakdowns of its plant and machinery. Any unexpected shutdown of 
either the clinker or cement production facility can adversely impact Raysut’s operations. 

http://www.nbkcapital.com/Pages/Default.aspx
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VALuAtIOn

The purpose of this valuation exercise is to arrive at a fair-value estimate of the share price 
through the use of fundamental analysis that should prevail for Raysut over the next 12 months. 
This does not represent a guarantee that this value is achievable within this timeframe, as a 
wide range of variables and market dynamics affect the market price of an asset.

Each investor must use his or her favorite mix of fundamental research, technical analysis, and 
market intelligence to arrive at an investment decision that matches his or her objectives and 
risk tolerance. We arrived at a 12-month fair value for Raysut of RO 1.410 per share by using 
two valuation methods: discounted cash flow (DCF) and peer comparison based on forward EV/
EBITDA multiples. We specified a weight for each method, as shown in Figure 1. A greater weight 
is assigned to DCF, as this method examines the fundamentals of the company to determine its 
future cash-generating ability. The 12-month fair value target of RO 1.410 is 3.9% lower than 
the last closing price on June 16, 2009, hence, our “Hold” recommendation.

Our 12-month fair value for 

Raysut is RO 1.410, 3.9% 

lower than its current price

Source: NBK Capital

Weighted Average Fair Value per shareFigure 1 

DiscounteD cash Flow Valuation

Our DCF valuation (Figure 2) is based on forecasted financial results through 2014. The DCF 
valuation is a function of the following major variables, which have been estimated using our 
models:

Future net operating profit less adjusted taxes (NOPLAT), which is driven primarily by  •
expectations of revenues and operating expenses.

Future changes in working capital. •

Future net expenditures on fixed assets. •

The weighted average cost of capital (WACC), which is a weighted average of our estimated  •
cost of equity and the after-tax cost of debt.

The long-term expected growth rate in NOPLAT and the expected rate of return on net new  •
invested capital (RONIC).

From the forecasted financial results, we extracted the free cash flows that were used in our 
valuation. We discounted those cash flows to a point in time 12 months into the future, to 
obtain an estimate of the value of the company’s operations. After subtracting net debt and 
minority interest, and adding the value of non-operating assets, we arrived at a total equity value 
of RO 288.8 million. 

In order to estimate the value of Raysut's operations, we incorporated a varying WACC into our 
model. Our selection of a cost of equity of 11% is based mainly on interest rate levels and the 
operating environment.

valuation method value (Ro) Weight

Discounted cash flow 1.444 85%

Peer comparison 1.213 15%

Weighted average fair value 1.410 100%

http://www.nbkcapital.com/Pages/Default.aspx
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Using the DCF valuation 

method, we arrived at a 

fair value per share of RO 

1.444

* Except per share value. Source: NBK Capital

DCF ValuationFigure 2 

Sensitivity analysis

We performed a sensitivity analysis (Figure 3) on two important inputs for our DCF valuation 
model: the cost of equity and the perpetual growth rate used in computing the terminal value. 

* Variations in the cost of equity result in variations in WACC. Source: NBK Capital

DCF sensitivityFigure 3 

Peer GrouP comParison

We compared Raysut with publicly traded regional players that share similar characteristics. 
We obtained the consensus forward EBITDA for each of the companies for 2010. The peers 
we chose are all GCC players from Saudi Arabia, the UAE and Oman. We did not include a few 
other regional cement companies due to a lack of information on consensus forward estimates 
for EBITDA in 2010. This limited our peer basket to 6 companies. For the purpose of valuation, 
we obtained the current EV (in this case from 1Q2009 year-end results) and consensus 2010 
EBITDA for each company to arrive at the forward EV/EBITDA multiple. We have calculated the 
enterprise value for Raysut only on the basis of a weighted average (using market capitalization 
as weights) of the forward EV/EBITDA multiple for the peer basket. 

Using the weighted average forward EV/EBITDA multiples of the peer basket, we estimated the 
value of a Raysut share to be RO 1.213. 

Figures in Ro Thousands*
Fiscal year Ends december 2009 2010 2011 2012 2013 2014

net operating profit after Tax 22,109    26,226  24,145  25,342  26,306  27,003    

Add: Depreciation and Amortization 4,641      4,919    5,214    5,527    5,859    6,210      

Gross Cash Flow 26,750    31,145  29,359  30,869  32,165  33,213    

(Increase)/ Decrease in Working Capital (286)        1,408    (839)      (1,378)   79          (631)        

(Incr.)/ Decrease in Operating Fixed Assets (6,567)     (6,961)   (7,379)   (7,822)   (8,291)   (8,788)     

Free Cash Flow from operations 19,897    25,592  21,141  21,669  23,953  23,794    

Terminal value 283,393  

value of operations in 12 months 269,472  

Add: Excess Cash 22,783    

Add: Value of Long-Term Investments 1,975      

Add: Value of Other Long-Term Assets -               

Less:Total Debt (5,402)     

Less: Minority Interest -               

value of Equity in 12 months 288,829  

per Share value in Ro 1.444      

Forecast

4.00% 4.50% 5.00% 5.50% 6.00%

10.00% 1.611 1.640 1.675 1.717 1.769

10.50% 1.507 1.527 1.549 1.575 1.607

11.00% 1.418 1.430 1.444 1.460 1.478

11.50% 1.341 1.348 1.355 1.363 1.372

12.00% 1.273 1.276 1.279 1.281 1.284

perpetual Growth Rate

C
os

t 
of

 E
qu

it
y*
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Although trailing EV per ton was not accounted for in our final computation of fair value, on the 
basis of the peer comparison, the significance of trailing EV per ton was too important to forego. 
We did not consider trailing EV per ton in our final computation of fair value because of a lack 
of information on the installed cement capacity of the peer companies from accepted authentic 
sources. As a result, we compared Raysut against its peers on a trailing EV per ton basis to get 
an idea of how the company compares to its regional counterparts. 

The simple average (excluding outliers) for EV per ton for our sample was USD 219 per ton. 
Raysut currently trades at a trailing EV per ton of USD 272. Most of the Saudi cement companies 
trade at a significantly higher EV per ton; their premium is justified due to cost efficiencies 
(both raw materials and energy). On the other hand, UAE cement companies get penalized due 
to high energy costs. 

Using the weighted 

average forward EV/EBITDA 

multiple for the sample, we 

arrived at a fair value of RO 

1.213 per share

*Prices as of last close. Sources: Respective Company Financials, Reuters Knowledge, and NBK Capital

Forward eV/2010 eBItDA Multiples ComparisonFigure 4 

Raysut currently trades at a 

trailing EV per ton of USD 

272 compared to the peer 

simple average (excluding 

outliers) of USD 219

*Prices as of last close. Sources: Company Financials, Reuters Knowledge, and NBK Capital

trailing eV per ton Multiples Figure 5 

According to Holtec Consulting, when equipment is procured from European suppliers, the 
required investment for setting up a 1-Mtpa integrated cement plant in the region is around 
USD 160 per ton. However, when only critical equipment is sourced from European suppliers 
and the rest is sourced from Chinese suppliers, the required investment is likely to be around 
USD 130 per ton. This implies that the cost of setting up a greenfield project of a size similar to 
that of Raysut is lower than what a company would pay if it were to acquire Raysut. Obviously, 
the premium is justified given the leading market share the company already has in its home 
country and Raysut’s setup reputation in export markets. 

EBiTda 

market Cap Ev 2010

(uSd '000) (uSd '000) (uSd '000)

Saudi Cement KSA 1,611,983 1,931,906 350,483 5.5

Yamama Cement KSA 1,505,157 1,525,898 221,535 6.9

Yanbu Cement KSA 1,369,525 1,348,587 192,075 7.0

Oman Cement Oman 513,041 481,918 57,332 8.4

Union Cement Company UAE 364,670 354,248 96,201 3.7

RAK Cement UAE 201,695 199,517 24,772 8.1

Simple average 6.6

Simpleaverage (excluding outliers) 6.9

Weighted average 6.5

Company name Country

market data
EV / 2010 
EBITDA

Capacity Ev / Ton 

market Cap Ev

(uSd '000) (uSd '000) ('000 Tons) (uSd)

Saudi Cement KSA 1,611,983 1,931,906 11,000 176

Southern Province Cement KSA 1,531,030 1,513,969 5,540 273

Yamama Cement KSA 1,505,157 1,525,898 6,370 240

Yanbu Cement KSA 1,369,525 1,348,587 4,530 298

Oman Cement Oman 513,041 481,918 2,160 223

Sharjah Cement UAE 293,003 359,864 3,400 106

RAK Cement UAE 201,695 199,517 1,100 181

Simple average 198

Simpleaverage (excluding outliers) 219

Raysut Cement oman 764,600 733,857 2,700 272

Company name Country

market data
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The duopoly structure of the Omani cement industry gives both companies better pricing  •
power; however, we believe the cement market is not entirely insulated from cheap import 
threats from Saudi Arabia. Imports from Pakistan and India should not be ruled out either. 
Historically, Oman has imported clinker and cement to meet excess demand. Dumping 
comparatively inexpensive cement by any of the above-mentioned countries would be an 
entirely new experience for the Omani cement sector, which is likely to put cement prices in 
Oman under pressure. Though there is no historical evidence of any such event, the possibility 
of such a development cannot be completely ignored considering the recent price reductions 
and expected excess supply of cement in Saudi Arabia. 

Both Omani cement companies enjoy energy subsidies from the government, which translates  •
into material cost savings for the companies. Any unlikely breach with the government in 
the energy subsidy agreement could significantly increase the cost of energy, leading to a 
negative impact on margins. 

The entrance of any new player(s) in the Omani cement industry is likely to increase  •
competition, which may in turn lead to price wars.

Similar to any other manufacturing company, Raysut is vulnerable to technical breakdowns of  •
its plant and machinery. Any unexpected shutdown of either the clinker or cement production 
facility can adversely impact the company’s operations. 

The global economic slowdown due to the subprime crisis and the subsequent drop in oil  •
prices have significantly dampened regional economies as well. This may result in a decline 
in cement demand in Oman, which is likely to negatively impact the company.    

risk anD challenGes

http://www.nbkcapital.com/Pages/Default.aspx
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We feel capital expenditure by the government will remain the main driver for infrastructure  •
spending in Oman. Boasting of a credible track record of infrastructure spending and 
continuing with the economic diversification process, the Omani government has made an 
additional allocation of RO 2.3 billion toward the construction, port, and housing sectors 
during the current year. RO 1.5 billion out of a planned expenditure of RO 2.3 billion is 
likely to go to the construction sector for the construction and rehabilitation of roads and 
bridges in the country. A total of RO 922 million has been further allocated toward the 
construction, development, and expansion of the A’Duqm port and marine works project, and 
the construction of quays for the third phase of the Sohar industrial port. We believe that the 
government’s thrust to improve infrastructure will act as a likely trigger for cement demand 
amid the overall negative sentiment both regionally and globally. 

As part of a long-term strategy, the company has plans to firm up its logistics infrastructure  •
to cater to the attractive northern Omani cement market with a terminal facility at Sohar, 
which would aid Raysut’s local supplies. The terminal facility at Sohar is expected to be 
operational by the current year-end, which would replace the current floating silo facility that 
caters to imported cement. The company plans to strengthen its delivery channel by owning 
ships as well. During 2008, the company experienced a shortage of shipment facilities as 
well as higher charges affecting timely delivery. As a result, the company has set up a 100% 
subsidiary, Raysea Navigation, which will enhance the company’s capability in quick and 
affordable shipping of cement within the country and in the export market, and in turn boost 
sales and reduce shipping costs. We feel these initiatives keep Raysut extremely adaptable 
and create a path for suitable opportunities going forward. 

We feel the company’s capacity built up over the last few years not only allowed Raysut to  •
focus on its export markets but also augmented its grip on the domestic front. The change in 
the 2008 revenue mix compared to 2007 was a clear testimony to this fact. This also makes 
the company comparatively more flexible than its competitor, Oman Cement, and enables 
Raysut to switch easily between markets. Though cement is more of a local product, we still 
expect this to be a good strategy for the company.

We are optimistic about the company’s future dividend payouts, keeping in mind significant  •
free-cash-flow-generating abilities, cash-rich and deleveraged balance sheet status, and no 
planned capacity additions. We believe the credible track record for dividend payouts will 
be a major trigger for the stock going forward as this track record ensures recurring streams 
of future cash flow for investors and cushions the potential downside of the stock price 
significantly. On an expected payout of 75% for 2009, the company is currently trading at an 
attractive dividend yield of 6%. 

BuLLs Vs. BeARs

Bull story

Bear story

Our outlook on future cement prices is mainly driven by the 1.2 Mtpa of additional clinker  •
capacity of Oman Cement, which will be up and running by the end of 1Q2010. Oman 
Cement, with a 2008 year-end clinker capacity of 1.2 Mtpa, produced around 2 Mtpa of 
cement during the year by importing the additional required clinker. Hence, a part of the 
current clinker requirement (mainly the imported clinker) will be replaced by the upcoming 
capacity. As a result, we expect the clinker capacity addition to result in only an additional 
0.6 Mtpa of the cement supply in Oman. Additional cement supply coupled with the ongoing 
slowdown in Oman and other regional economies justify our pessimism about domestic 
cement prices in Oman going forward. Average cement prices for the company are expected 
to decline by 12.6%, to RO 28.7 per ton in 2009 (compared to 2008 average prices). 

http://www.nbkcapital.com/Pages/Default.aspx
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We expect average cement prices to further decline by 8.7%, to RO 26.2 per ton in 2010 
(compared to 2009 average prices). 

Importing cement posed little threat to Omani cement companies in the past as the imported  •
cement was targeted at meeting excess demand; however, imports could prove to be a 
comparatively larger threat today. We believe the Omani cement sector is not entirely insulated 
from cheap import threats from neighboring countries such as Saudi Arabia. Imports from 
Pakistan and India cannot be ruled out either. Currently, Oman does not have any official 
restrictions on imports. This allows cement-exporting countries to sell directly to independent 
Omani distributors, thus putting pressure on prices. Dumping of comparatively inexpensive 
cement by any of the above-mentioned countries would be an entirely new experience for the 
Omani cement sector, which is likely to put cement prices in Oman under pressure. 

Raysut has generated impressive return ratios over the years. The company has generated an  •
average return on shareholders’ equity (RoAE) of 30.5% for the last 4 years. Similarly, 4-year 
averages have been equally impressive for return on average capital employed (RoCE) and 
return on average total assets (RoAA) at 28.6% and 22.8%, respectively. However, we feel the 
declining trend in asset turnover will weigh down the return ratios going forward.

http://www.nbkcapital.com/Pages/Default.aspx
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The Omani cement market is the fourth largest cement market in the GCC in terms of cement 
consumption. However, in terms of cement production capacity, the Omani cement market 
jumps to third place after Saudi Arabia and the UAE. The local market has two players, Oman 
Cement Co. and Raysut Cement Co., with an aggregate cement capacity of 4.86 Mtpa as of the 
end of 2008. We have tried to analyze the industry by applying Michael Porter’s Five Forces 
Model. The model is used to derive five forces that determine the competitive intensity and 
therefore attractiveness of a market. 

Barriers to Entry – HIGH

High initial capital requirements – Initial outlay for an integrated 1Mtpa greenfield cement  •
plant typically ranges between RO 50 per ton and RO 60 per ton (USD 130 per ton to USD 
160 per ton), which equates to an initial capital outlay of USD 130 million to USD 160 
million. A substantial initial investment coupled with a commissioning time period of 30-36 
months for a greenfield project results in very high switching costs for new players. 

Energy subsidies – The Omani government provides energy subsidies for the two cement  •
companies, which results in a significant cost advantage compared to some of their GCC 
peers. All production capacities are run on gas-based plants. Energy costs account for around 
20%-25% of the total operating costs in Oman. Without these subsidies, energy costs could 
significantly rise, thus eroding margins. This leads to a significant cost advantage for both 
Omani cement companies. Without the energy subsidies from the government, it is unlikely 
that additional cement capacity would be commissioned. We feel any new entrant will be 
uncompetitive on the pricing front without access to energy subsidies from the government.   

Bargaining Power of Suppliers – HIGH

Omani cement companies are comparatively low-cost producers compared to their UAE,  •
Kuwaiti, or Qatari peers. The main reasons are a mining agreement with the government for 
limestone (80% of total raw material required for cement production) and energy subsidies. 
The Omani government acts as the sole supplier of limestone to the industry in lieu of a 
nominal annual royalty payment. An abundance of limestone reserves in Oman is definitely an 
advantage for the Omani cement industry considering the fact that some other GCC countries 
(Kuwait, Qatar) are not as fortunate. With abundant limestone reserves to feed the current 3.7 
Mtpa clinker and 4.86 Mtpa cement capacity for the industry, the Omani government leaves 
the cement players without an alternative supplier.

Bargaining Power of Buyers – MEDIUM

The duopoly structure of the industry limits options for buyers and results in better pricing power  •
for the companies. Importing cement posed little threat in the past as the imported cement 
was targeted at meeting excess demand; however, imports could prove to be a comparatively 
larger threat today. We believe the Omani cement sector is not entirely insulated from cheap 
import threats from neighboring countries such as Saudi Arabia. Imports from Pakistan and 
India should not be ruled out either. Currently, Oman does not have any official restrictions 
on imports. This allows cement-exporting countries to sell directly to independent Omani 
distributors, thus passing more bargaining power on to buyers. The dumping of comparatively 
inexpensive cement by any of the above-mentioned countries would be an entirely new 
experience for the Omani cement sector and would likely put cement prices in Oman under 
pressure. Though there is no historical evidence of any such event, the possibility cannot 
be completely ruled out, considering recent price reductions and excess supply in Saudi 
Arabia. 

OMAnI CeMent seCtOR
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Timely government intervention on cement prices in Oman negates the pricing power of a  •
duopoly industry structure to some extent. To meet robust domestic demand for cement in 
2008, the Omani government intervened with a proposed price cap of RO 30 per ton for 
ordinary Portland cement (OPC) to control prices. This has acted as a respite for buyers. 

Backward integration for consumers is ruled out given that buyers (i.e., real estate developers/ •
construction players) will find it difficult to integrate backwards and manufacture cement due 
to the high initial investment, lack of expertise, and low government support.

Threat of Substitute Products – VERY LOW

There are no substitutes for cement. It serves as a binding agent and is a necessity in almost  •
all infrastructure and civil projects. Ready mix concrete, which is extensively used globally in 
developed construction markets, uses cement as a raw material.

Competitive Rivalry within the Industry – MEDIUM

The Omani cement industry, a duopoly, is benign when it comes to competition. Though both  •
cement players have the ability to use any operational advantages (i.e., cost-cutting initiatives 
or better marketing strategies) desired to gain local market share, we feel both companies 
would rather milk the market than indulge in price wars. Oman Cement and Raysut Cement 
had a domestic market share of 51% and 49%, respectively, as of the end of 2008.

omani cement sector - the story so Far 

The Omani cement sector witnessed robust demand for the period from 2003 to 2008. 
Spiraling oil prices led to huge fiscal surpluses, which in turn resulted in massive government 
expenditure on infrastructure projects. This led cement consumption to grow at a 5-year CAGR 
of 16.7% from 2003 onwards. Timely capacity buildup kept pace with the increasing trend in 
consumption. Installed cement capacity almost doubled to 4.86 Mtpa in 2008 compared to 
2.44 Mtpa in 2004. The current capacity of 4.86 Mtpa is divided into 2.7 Mtpa for Raysut 
and 2.16 Mtpa for Oman Cement. But Oman Cement still lacks adequate clinker production 
facilities to feed the grinding capacity. Oman Cement’s clinker capacity stood at 1.2 Mtpa at 
the end of 2008. However, Oman Cement is planning to double its clinker capacity by adding a 
1.2-Mtpa new clinker capacity, which will be up and running by the end of 1Q2010.       

omani cement sector - what’s in store 

We have tried to forecast the cement demand for the next two years in Oman to understand 
the future trend of the market. We relied on key economic and industry variables such as 
long-term real GDP growth rate (we used an 11-year period, from 1998 to 2008), population 
growth rate, cement production and consumption, and, finally, the trend of per-capita cement 
consumption. 

Cement consumption grew 

at a 5-year CAGR of 16.7% 

from 2003 onwards

Sources: Company Financials and NBK Capital

Key sector DataFigure 6 

2004 2005 2006 2007 2008

Total Cement Capacity (Mtpa) 2.44 2.42 4.36 4.51 4.86

Total Clinker Capacity (Mtpa) 1.95 1.95 3.00 3.35 3.70

Total Cement Production (Mtpa) 2.62 2.81 3.61 3.87 4.12

Total Cement Consumption (Mtpa) 2.18 2.32 2.64 3.40 4.46

Total Cement Imports (Mtpa) 0.32 0.14 0.05 0.33 0.76

Total Exports (Mtpa) 0.82 0.82 1.21 1.03 0.81
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Per-capita consumption of cement was at an 11-year high in Oman (probably an all-time high, 
but a lack of data prohibits confirmation) at 1,528 kilograms of cement in 2008. The total 
population in Oman grew at a 10-year CAGR of 2.5% until 2008. At that growth rate, the total 
population of Oman is expected to be around 2.99 million in 2009 and 3.06 million in 2010. 
Taking into account the ongoing slowdown in Oman and other regional economies, we do not 
expect per-capita cement consumption to continue to grow at 8.6% (the 10-year historical 
CAGR). We are expecting a 2.5%-3% growth in per-capita cement consumption in 2009, which 
would result in 1,569 kilograms of cement consumed on a per-capita basis, leading to a total 
of 4.7 Mtpa for the domestic demand for the year. A similar calculation for 2010 results in a 
domestic demand of 4.93 Mtpa. We expect supply to be almost equal to demand in 2009 and 
subsequently in excess in 2010 with Oman Cement’s capacity addition.  

Per-capita cement 

consumption grew at a 10-

year CAGR of 8.6% from 

1998 onwards

Sources: Central Bank of Oman, Company Financials, and NBK Capital

Historical trend of economic Variables and Demand in Cement Figure 7 

Our outlook on future cement prices is mainly driven by Oman Cement’s 1.2 Mtpa of additional 
clinker capacity, which will be up and running by the end of 1Q2010. Oman Cement, with a 
2008 year-end clinker capacity of 1.2 Mtpa, produced around 2 Mtpa of cement during the year 
by importing the additional required clinker. Hence, a part of the current clinker requirement 
(mainly the imported clinker) will be replaced by the upcoming capacity. As a result, we expect 
the clinker capacity addition to result in only an additional 0.6 Mtpa of the cement supply in 
Oman. Additional cement supply coupled with the ongoing slowdown in Oman and other regional 
economies justify our pessimism about domestic cement prices in Oman going forward. 

From 2010 onwards, we do not think there will be any need for Omani cement companies to 
import cement. Our assumption of a no-import scenario from 2010 onwards is mainly driven by 
the same logic as that of future prices. 

omani cement sector comPareD to the rest 

The oil price boom (2003 to mid-2008) clearly impacted the GCC cement industry. Robust 
government surpluses resulted in massive infrastructure projects. Increased demand drove 
cement prices up, and cement producers were cashing in on profits. In 2008, the GCC countries 
consumed 4.4 times more cement per capita than the average cement consumption of the G7 
countries and almost triple the BRIC (Brazil, Russia, India, and China) average. This is worth 
highlighting, and begs the question: Is this sustainable? It seems unlikely.

We are also somewhat concerned that Oman ranks the lowest in GDP per capita within the GCC 
basket, yet the country ranks third in cement consumption per capita compared to other GCC 
countries. 

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 10yr CaGR

Real GDP (RO Million) 5,356 5,650 6,074 6,230 6,355 6,693 7,096 7,578 8,061 8,661 4.9%

Y-o-Y growth -0.2% 5.5% 7.5% 2.6% 2.0% 5.3% 6.0% 6.8% 6.4% 7.4%

Total Population (Million) 2.33 2.40 2.48 2.54 2.34 2.42 2.51 2.58 2.74 2.92 2.5%

Y-o-Y growth 1.7% 3.3% 3.2% 2.4% -7.8% 3.2% 3.8% 2.7% 6.4% 6.5%

Total Cement Production (Mtpa) 2.00 2.01 2.14 2.07 2.52 2.62 2.81 3.61 3.88 4.12 13.8%

Y-o-Y growth 76.2% 0.7% 6.5% -3.5% 21.8% 4.2% 7.2% 28.5% 7.4% 6.2%

Total Cement Consmption (Mtpa) 1.39 1.39 1.60 1.77 2.06 2.18 2.32 2.64 3.40 4.46 11.3%

Y-o-Y growth -9.2% 0.1% 14.7% 10.8% 16.4% 5.9% 6.2% 13.9% 28.9% 31.2%

Per Capita Cement Consmp. (Kgs) 597 579 644 697 879 902 923 1,023 1,240 1,528 8.6%

Y-o-Y growth -10.7% -3.1% 11.1% 8.2% 26.2% 2.6% 2.3% 10.9% 21.1% 23.3%
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Oman is marginally 

above the GCC average 

(excluding-UAE) of per-

capita consumption of 

cement

* Denotes average for highlighted cells. Sources: IMF World Economic Outlook, Bloomberg, Global Cement 
Report (2007), CIA World Factbook, Central Bank Data of respective countries, and NBK Capital

Global Comparisons of Per-capita Consumption of Cement Figure 8 

Gdp 2008 population Cement Consumption Gdp* Cement Consumption*

(USD million) (million) million tons 2008 per capita (USD) per capita (kgs)

KSA 490,133 24.9 37.2 19,686 1,496

UAE 253,036 4.7 17.6 53,696 3,735

Kuwait 148,685 3.4 5.0 43,222 1,453

Qatar 102,303 1.4 2.4 70,630 1,657

Oman 50,254 2.9 4.4 17,448 1,528

Bahrain 21,995 1.1 1.7 20,160 1,522

GCC  1,066,406 38 68 27,721 1,775

GCC  (ex. uaE) 813,371 34 51 24,095 1,502

Brazil 1,664,662 191.9 48.4 8,676 252

Russia 1,778,693 141.4 61.2 12,579 432

India 1,237,445 1,186.2 187.0 1,043 158

China 4,222,423 1,327.7 1,438.9 3,180 1,084

BRiC 8,903,223 2,847 1,735 3,127 610

United States 14,264,600 304.2 123.3 46,888 405

Japan 5,611,525 127.7 52.5 43,960 412

Germany 3,410,996 82.1 26.0 41,531 317

France 2,978,120 63.9 24.5 46,579 383

Italy 2,399,290 59.3 44.3 40,450 747

United Kingdom 2,092,380 61.0 15.3 34,291 251

Canada 1,315,311 33.5 10.0 39,258 298

G7 32,072,222 732 296 43,827 404

World 54,347,038 6,678 2,934,000 8,139 439

Countries
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Raysut, a 2.7 Mtpa integrated plant, was established in 1981 as Oman’s second cement 
player. Operating in a German integrated plant and located 6 km from the Salalah port on the 
southernmost tip of Oman, the company is strategically placed to reap benefits from local and 
export markets. The company’s exports are facilitated by its proximity to Yemen (accounting for 
75%-80% of Raysut’s total exports over the years), other GCC countries, and Northeast African 
countries by sea route. The company saw a clear shift in the 2008 revenue mix supported by 
robust demand in the domestic market and government intervention to feed the demand. Timely 
capacity additions over the years and a change in the revenue mix resulted in a significant rise 
in the domestic market share to 49% in 2008, up from an average of 29.3% for the period 
2003-2007. As a result of meeting the robust domestic demand, the company’s export revenue 
plunged to 26.7% of total revenue in 2008 (from an average of 53.8% of total revenue from 
2003 to 2007). 

We feel the company’s timely capacity buildup over the last few years not only allowed Raysut to 
focus on its export markets but also to augment its grip on the domestic front. The 2008 result 
was a clear testimony to this fact. This also makes the company comparatively more flexible than 
Oman Cement and hence enables Raysut to switch easily between markets. Though cement is 
more of a local product, we still expect this to be a beneficial strategy for the company. 

Since the company was incorporated, there have been two major efforts to ramp up production 
capacity: the first in 1998 and the second in 2005. The capacity increase in 2005 to 2.2 
Mtpa made Raysut the largest cement producer in Oman. The current cement capacity of 
2.7 Mtpa is a result of the upgrade and modernization of Line One. The recently announced 
capacity addition by Oman Cement (2.6 Mtpa by the end of 1Q2010) makes both players very 
comparable in terms of clinker and cement capacities, with Raysut holding a slender edge.

COMPAny BACKGROunD AnD BusIness MODeL DIsCussIOn

The company’s timely 

capacity additions over the 

years enable it to switch 

easily between domestic 

and export markets

Sources: Company Financials and NBK Capital

Clinker and Cement CapacityFigure 9 
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Raysut has significantly benefited from the unprecedented cement demand from domestic and 
export markets, culminating in total revenue growing at a 5-year CAGR of 39% from 2003 
onwards. Robust top-line growth and cost efficiency resulted in earnings before interest and tax 
(EBIT) and net profit growing at a faster rate than revenue, growing at a 5-year CAGR of 44% 
and 41%, respectively. 

We would like to highlight the company’s good quality earnings, its ability to generate healthy 
free cash flows, and its impressive return ratios over the years. The company’s dividend payout 
ability adds to the list of strong qualities. 

new suBsiDiary comPany

Raysut set up a 100% subsidiary named Raysea Navigation in October 2008. The subsidiary 
company is registered in Panama with a nominal capital of RO 3,850. The new subsidiary was 
formed with the strategy to enhance the quick and affordable shipment of cement, within Oman 
and in the export markets. A shortage of shipment facilities as well as higher shipping charges 
in 2008 prompted this move. Raysut has financed the subsidiary to enable the company to 
procure a vessel for shipment in domestic and export markets. The vessel is registered in 
Panama and is expected to start commercial operation this year. 
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In this section, we discuss the historical and future trends of total revenue for Raysut. To 
analyze the historical and future trends of total revenue, we analyzed the trend in clinker and 
cement capacity utilization, clinker-to-cement ratio, clinker and cement production, cement 
prices, quantity of cement sold, and, finally, total revenue for our explicit forecast period (2009-
2014).

FInAnCIAL OVeRVIeW AnD FOReCAsts

total reVenue

ProDuction caPacity anD caPacity utilization

According to Raysut management, the company is presently not contemplating an increase in 
either clinker or cement capacities. Therefore, for our entire explicit forecast period, we have 
maintained Raysut’s clinker and cement capacities at the same 2008 year-end levels: 2.5 Mtpa 
and 2.7 Mtpa, respectively. 

We expect clinker capacity utilization to be the same as the 2008 rates at 81.8% for 2009F 
due to breakdown problems in Line Four. Though the company’s management expects the 
technical problem with the production line to be resolved by the beginning of 3Q2009, we 
expect the company to operate at the same utilization rates for the remainder of 2009, resulting 
in an average clinker capacity utilization rate similar to 2008 rates. After Raysut has fixed Line 
Four, we expect the clinker utilization rate to increase appreciably from 2010 onwards as shown 
in Figure 9 below. 

We expect the clinker-to-cement production ratio to be at 1:1.04 (the industry-accepted norm is 
1:1.05 to 1:1.1) for 2009 and to increase to 1:1.1 by 2010. We expect the clinker-to-cement 
production ratio to remain steady at 2010 levels for the rest of the explicit forecast period. 
The above-discussed trend in the clinker-to-cement production ratio would result in a cement 
capacity utilization level of 78.8% in 2009, and would finally lead to full capacity utilization by 
2014, as shown in Figure 9. We therefore expect a gradual increase in both clinker and cement 
capacity utilization going forward.

A steady increase in 

utilization rates for both 

clinker and cement 

capacities is expected 

going forward

Sources: Company Financials and NBK Capital

  Clinker and Cement Capacity utilizationFigure 10 
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clinker anD cement ProDuction

In the past three years (2006-2008), Raysut has witnessed an upward trend in domestic cement 
prices, which rose appreciably from RO 25.9 per ton in 2006 to RO 33.0 per ton in 2008. 
This can be attributed to the robust cement demand in Oman, which has led to acute cement 
shortages. To rein in the rise in cement prices, the Omani government imposed a cap of RO 
30.0 per ton for bulk OPC cement in the latter part of 2008. 

Though cement prices (both domestic and export) were strong for 1Q2009, we are a bit 
conservative for the remaining part of the year. Per our discussions with management and in 
light of the general slowdown in regional economies, we expect domestic prices to dip to RO 
27.0 per ton for the second half of the year, resulting in a domestic price of RO 28.9 per ton 
(down 12.5% year-on-year) for 2009. 

We expect domestic cement prices to further decline by 7.5% in 2010 (compared to 2009) to 
RO 26.7 per ton. Our outlook on 2010 prices is mainly driven by Oman Cement’s 1.2 Mtpa of 
additional clinker capacity, which should be up and running by the end of 1Q2010. Additional 
cement supply coupled with the ongoing slowdown in Oman and other regional economies justify 
our pessimism about 2010 domestic cement prices in Oman. We further expect domestic prices 
to drop by another 2.5% to RO 26.0 per ton in 2011 and then gradually to recover to RO 28.7 
per ton by the end of 2014. 

We forecast clinker production to grow at a 6-year (2008-2014) CAGR of 3.4% to reach 2.5 
Mtpa (full capacity) by 2014. As for cement production, we expect it to grow at a 6-year CAGR 
of 4.1% to 2.7 Mtpa (full capacity) by 2014. Higher cement capacity utilization rates for 2010, 
owing to a fully operational Line Four, will boost cement production going forward.

We expect clinker and 

cement production to 

increase at a 6-year 

CAGR of 3.4% and 4.1%, 

respectively, for the 

forecast period

Sources: Company Financials and NBK Capital

  Clinker and Cement ProductionFigure 11 

cement Prices 

1.6

1.9
2.0 2.0

2.3 2.3
2.4

2.4
2.5

1.8

2.0
2.1 2.1

2.5 2.5
2.6

2.7 2.7

2006 2007 2008 2009f 2010f 2011f 2012f 2013f 2014f

Clinker Production (Mtpa) Cement Production (Mtpa)

http://www.nbkcapital.com/BR/RESEARCH/MER/Pages/default.aspx


nbkcapi ta l .com   18

GCC Cement Sector – Raysut Cement Co.June 17, 2009

We expect the company to bear the brunt of the decline in export cement prices as well. The 
once-lucrative export business for the company is likely to lose its attractiveness going forward. 
We expect the future trend of export cement prices to be very different from the increasing 
historical trend experienced during the period 2003-2008. During that period, export cement 
prices for the company more than doubled, rising from RO 16.1 per ton in 2003 to RO 32.4 
per ton in 2008.

We expect export cement prices for the company to drop by 13.1% to RO 28.2 per ton in 
2009. The expected excess supply of cement in Yemen (exports to Yemen accounted for around 
75%-80% of Raysut’s exports over the years) coupled with the likely slowdown in the Yemeni 
economy going forward are anticipated to put pressure on export cement prices. Given the 
current business scenario in the region, we do not expect the company to find attractive export 
markets elsewhere in the medium-term horizon. Though the company is consciously looking for 
export opportunities in African markets, we are apprehensive about the medium-term economic 
viability of such a strategy. We further expect export prices to drop by 12.5% to RO 24.6 per 
ton in 2010 and then by an additional 5% to RO 23.4 per ton in 2011. From 2012 onwards, 
we expect export cement prices to recover gradually to RO 25.8 per ton by the end of 2014. 

As a result of the above-mentioned trend in domestic and export cement prices, average cement 
prices for the company are expected to decline by 12.6% to RO 28.7 per ton in 2009 (compared 
to 2008 average prices). We expect average cement prices to further decline year-on-year by 
8.7% to RO 26.2 per ton in 2010. 

Average cement prices 

are expected to decline 

by 12.6% in 2009 and by 

another 8.7% in 2010

Sources: Company Financials and NBK Capital

  trend in Cement Prices Going ForwardFigure 12 
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We expect the total quantity of cement sold to decrease by 3.6% to 2.61 Mtpa in 2009 
compared to 2008 entirely due to a drop in the amount of cement sold in export markets. We 
expect the quantity of cement sold to further decrease by another 2.7% to 2.54 Mtpa in 2010. 
Additional cement supply coupled with the ongoing slowdown in the Omani and other regional 

Quantity oF cement solD anD reVenue
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Revenue will be hit by a 

decline in both cement 

prices and quantity of 

cement sold over the next 

couple of years

Sources: Company Financials and NBK Capital

  trend in total RevenueFigure 13 

economies justify our conservative outlook about the quantity of cement sold in the next two 
years. From 2011 onwards, we expect the quantity of cement sold to recover gradually to 2.7 
Mtpa by the end of 2014.

From 2010 onwards, we do not think there will be any need for Omani cement companies to 
import cement as discussed earlier, and as a result, we expect Raysut to follow suit. There 
was a clear shift in the 2008 sales mix due to robust demand in the domestic market and 
government intervention to feed the local demand. The quantity of cement sold in the export 
market plunged by 23% to 0.72 Mtpa in 2008 compared to 0.94 Mtpa in 2007. The export 
quantity of cement as a percentage of total quantity of cement sold averaged 53.8% from 2003 
to 2007, whereas the percentage plummeted to 26.7% in 2008. As per our discussion with 
Raysut management and our cautious outlook on export opportunities, we expect the quantity 
of cement to be sold in the export  markets to account for about a fourth of the total quantity 
of cement sold going forward.

We forecast total revenue to decrease by 15.8% to RO 75 million in 2009 compared to 2008 
due to an expected dip of 12.6% and 3.6% in average cement prices and quantity of cement 
sold, respectively. We expect total revenue to further slip by 11.2% in 2010. We forecast total 
revenue to decrease at a 6-year CAGR of 2.7% from RO 89.1 million in 2008 to RO 75.6 
million in 2014.

We expect domestic revenue to decrease at a 6-year CAGR of 2% from RO 65.6 million in 
2008 to RO 58.2 million in 2014. Domestic revenue is expected to decrease by 13.7% to RO 
56.6 million in 2009 compared to 2008 due to an expected decline of 12.5% in domestic 
cement prices. We expect the quantity of cement sold in the domestic market to be flat in 2009 
compared to 2008. From 2011 onwards, we expect domestic revenue to increase gradually 
from RO 49.7 million to RO 58.2 million by 2014.

Export revenue is expected to decrease by 21.6% to RO 18.4 million in 2009 compared to 
2008 due to an expected decline of 13.1% and 9.8% in export cement prices and quantity of 
cement sold in export markets, respectively. We expect export revenue to decrease by another 
14.8% (year-on-year) and 5% (year-on-year) in 2010 and 2011, respectively. 
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Omani cement companies are relatively low-cost producers, compared to their UAE, Kuwaiti, 
or Qatari peers. The main reasons behind the cost advantage are a mining agreement with 
the government for limestone (80% of total raw material required for cement production) and 
energy subsidies. An abundance of limestone reserves in Oman is definitely an advantage for 
the Omani cement industry considering that many of the other GCC countries (Kuwait, Qatar) 
are not as fortunate. However, abundant limestone reserves alone may not be sufficient, as in 
the case of some UAE cement companies. In spite of the ample reserves of limestone, some 
UAE cement companies purchase clinker due to an acute shortage of fuel in the UAE (clinker 
production is comparatively more energy-intensive than the cement grinding process). 

Raw material and energy costs have averaged about 55% of the total cost of production for the 
last 5 years (2004-2008) for Raysut. Therefore, with government support, it is obvious that 
Raysut will continue to have a similar trend in the cost of production per ton, as evident in 
Figure 14 (with the exception of 2008). To calculate the total cost of production for Raysut, we 
adjusted the total cost with expenses related to the import of cement and depreciation charges. 
Importing cement is purely a trading activity and has no impact on production costs. The peak 
that we observe in production cost per ton in Figure 13 below is due mainly to a 59% increase 
in factory overhead. A technical breakdown in one of the production lines led to that spike. 
Management expects the issue to be resolved by the end of 3Q2009, which is likely to bring the 
production cost per ton back to its historical trend. Factory overhead accounted for an average 
of 25% of the total cash cost of production for the last 5 years for Raysut. 

consistent trenD in ProDuction cost Per ton  

We expect the EBITDA margin to decline marginally from 39.9% in 2008 to 39.4% in 2009, 
peak at 51.6% in 2010, and then to gradually decline to 48.4% throughout our forecast 
horizon. This would be a significant jump from the 6-year historical average of 44.1% for the 
period 2003-2008. However, we feel it is justified, since we do not forecast any cement imports 

A technical breakdown in 

one of the production lines 

was mainly responsible for 

the increase in production 

cost per ton in 2008

Sources: Company Financials and NBK Capital

  trend of Cost of Production per ton Figure 14 
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from 2010 onwards for reasons discussed earlier. We would like to highlight that, historically, 
EBITDA margins peaked at 49.3% in 2006 and 2007 and then plunged to 39.9% in 2008 (the 
lowest in the last 6 years). EBITDA margins shrank significantly in 2008 compared to 2007 
mainly due to a marked rise in expenses from importing cement, which more than tripled to RO 
17.5 million in 2008 compared to RO 5.8 million in 2007. 

To meet robust domestic demand for cement in 2008, the Omani government intervened with a 
proposed price cap of RO 30.0 per ton and instructed both Omani cement companies to import 
cement to meet local demand and keep a check on the rise in cement prices. Raysut quickly 
switched gears by ramping up sales in the local market but was unable to take full advantage 
due to disruptions in one of the company’s production lines. Consequently, importing cement 
was the only solution for the company to meet excess local demand. As a result, the company 
imported 0.59 Mtpa of cement in 2008, more than double the 0.22 Mtpa imported in 2007. 
Per our discussion with management, we have reason to believe that the average import price 
of cement was higher than the government-imposed sales price. We understand that the Omani 
government will cover any losses emerging out of these imports. 

We expect the company to import around 0.5 Mtpa of cement (assumed to be entirely sold in 
the current year) in 2009 at lower prices than in 2008. Importing cement is not an economically 
viable option for any cement player in the long run; Raysut is not an exception. Importing 
cement eats into the EBITDA margins, as we saw in 2008. We believe the company will be able 
to import cement at comparatively lower prices than in 2008 owing to the expected decrease 
in cement prices in a few of Raysut’s target import markets both regionally and globally. Due 
to the lack of accurate information on the cost of imported cement, we have treated it as a 
pass-through item in the income statement and have assumed an import price of RO 27.0 per 
ton for 2009.    

EBITDA margin expansion 

is likely to counter the 

drop in the top line going 

forward

Sources: Company Financials and NBK Capital

  trend of eBItDA and eBItDA MarginFigure 15 
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Raysut is a debt-free company from a net debt perspective. At the end of 1Q2009, the company 
had a total debt of RO 4.7 million compared to cash and a cash equivalents balance of RO 
19.7 million. The company had a debt-to-equity ratio of 0.05 in 1Q2009, down significantly 
from 0.53 in 2003. Cash and cash equivalents amounted to 16.2% of total assets at the 
end of 1Q2009. Given that management is not contemplating an increase in capacity in the 
foreseeable future, we expect that cash and cash equivalents will increase further from 2009 
onwards. 

With the turmoil in global and regional stock markets, we are keeping a very close watch on 
the available-for-sale and held-for-trading investment portfolios for companies we cover. We 
prefer companies that are profitable, generate high shareholder return, and are cash-generating 
businesses with nil or negligible (we are comfortable at anything less than or equal to 5% 
of shareholders’ equity) allocation to non-core assets. Raysut meets all the above-mentioned 
criteria. At the end of 1Q2009, Raysut had only 2.2% of its assets invested in investment 
portfolios (3.1% of shareholders’ equity). 

caPital exPenDiture anD DePreciation

From our discussion with management, we believe that Raysut does not have any plans for 
capacity additions in the near future. Hence, we forecast small additions to property, plant, and 
equipment (PP&E) and expect it to grow at a 6-year CAGR of 6% over the forecast period. We 
have assumed a depreciation rate of 4%.

cash-rich DeleVeraGeD Balance sheet

DeclininG trenD in asset turnoVer – a DraG on return ratios

Raysut has generated impressive return ratios over the years. The average return on shareholders’ 
equity (RoAE) for the last 4 years was 30.5%. Similarly, the 4-year average for return on 
average capital employed (RoCE) and return on average total assets (RoAA) have been equally 
impressive, at 28.7% and 22.8%, respectively. However, going forward we feel the company 
will generate subdued returns compared to the historical averages.

As shown in Figure 15, we expect RoAE to dip to 23.6% in 2009 compared to 28.7% in 2008 
in spite of a 100-basis-point jump in net profit margins. A contraction in the asset turnover ratio 
due to a 15.8% decrease in total revenue in 2009 is the main reason for the expected dip in 
RoAE for the year. The logic is the same for RoAA. The declining trend in the equity multiplier 
(average total assets/average shareholders’ equity) is also responsible for dragging down the 
RoAE and RoAA going forward. Expansion in net profit margins for the forecast period compared 
to the historical average partially cushions the fall in asset turnover and equity multiplier.

We believe a deleveraged balance sheet is not always desirable, as is the case with Raysut. For 
high-cash-generating companies such as Raysut, an equally weighted capital mix of debt and 
equity should bring down the weighted average cost of capital significantly. This would not only 
comparatively enhance the return ratios but would also make the company more valuable.   
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Contraction in asset 

turnover ratio due to 

a 15.8% decrease in 

total revenue in 2009 is 

the main reason for the 

expected dip in RoAE for 

the year

Sources: Company Financials and NBK Capital

  Return RatiosFigure 16 

Raysut has historically exhibited exceptional ability to generate significant free cash flows. In the 
period 2004-2008, the company ramped up cement capacity from 0.78 Mtpa in 2004 to the 
current capacity of 2.7 Mtpa. The jump in 2006 capacity was due to a new addition followed by 
modernization and subsequent upgrades of existing lines. In spite of these capacity additions 
and upgrades, the company has generated significant free cash flow from operations (FCFOs) 
with the exception of 2005 (investment in new capacity addition). Given that management is 
not contemplating any increase in capacity in the foreseeable future, we expect the company to 
generate robust FCFOs going forward as well.  

We expect robust FCFOs to play a significant role in boosting the dividend yields going forward. 
We have maintained future dividend payout ratios at 75%. Since Raysut has not planned 
any capacity additions, a likely increase in the future payout cannot be ruled out either. The 
company has improved its dividend payout ratio in each of the last 5 years with the exception 
of 2006. Dividend per share (DPS) increased consecutively in each of the years from 2005 
to 2007. On the expected payout of 75% for 2009, the company is currently trading at an 
attractive dividend yield of 6%. On a trailing 12-month basis, the stock is trading at a dividend 
yield of 9.1%. Our free cash flow analysis suggests there is still upside potential for the dividend 
yield from current levels, taking into account a notable free cash flow yield of 6.8% and 8.7% 
on forecasted FCFOs of 2009 and 2010.

We are optimistic about Raysut’s future dividend payouts, keeping in mind significant free-
cash-flow-generating abilities, cash-rich and deleveraged balance sheet status, and no planned 
capacity additions. We believe the credible track record for dividend payouts to be a major trigger 
for the stock going forward as the track record not only ensures recurring streams of future cash 
flows for investors but also greatly cushions the potential downside of the stock price.  

hiGh Free cash Flows may leaD to attractiVe DiViDenD Payouts

On an expected dividend 

payout of 75% for 2009, 

the company is currently 

trading at an attractive 

dividend yield of 6%

Sources: Reuters, Company Financials, and NBK Capital

  trend in Free Cash Flows and Dividend Payout  Figure 17 

2005 2006 2007 2008 2009f 2010f 2011f 2012f 2013f

Net Profit Margin 35.8% 43.1% 47.8% 30.4% 31.4% 41.4% 39.5% 38.3% 37.8%

Asset Turnover Ratio 0.44 0.54 0.60 0.77 0.63 0.53 0.48 0.50 0.49

Equity Multiplier 1.49 1.41 1.30 1.22 1.20 1.19 1.17 1.17 1.16

RoAE (%) 23.2% 33.0% 37.2% 28.7% 23.6% 25.9% 22.4% 22.2% 21.7%

RoAA (%) 15.6% 23.4% 28.7% 23.5% 19.8% 21.8% 19.1% 19.0% 18.7%

RoCE (%) 17.3% 30.9% 33.9% 32.2% 25.3% 29.5% 26.6% 27.0% 27.1%

2005 2006 2007 2008 2009f 2010f 2011f 2012f 2013f

all figures in RO millions, otherwise stated

Free Cash Flow from Operations -4.0 14.8 12.5 21.8 19.9 25.6 21.1 21.7 24.0

Cash Dividends 5.0 10.0 20.0 20.0 17.7 20.7 19.1 20.0 20.8

Cash Dividends per share (RO) 0.025 0.050 0.100 0.100 0.088 0.103 0.096 0.100 0.104

FCFO / Net Profit (%) -40% 72% 42% 80% 84% 93% 83% 81% 86%

Dividend Cover (x) -0.8 1.5 0.6 1.1 1.1 1.2 1.1 1.1 1.2

Dividend Payout Ratio (%) 50% 48% 66% 74% 75% 75% 75% 75% 75%

Free Cash Flow Yield (%) -2.2% 6.5% 3.2% 9.9% 6.8% 8.7% 7.2% 7.4% 8.2%

Cash Dividend Yield (%) 2.8% 4.3% 5.1% 9.1% 6.0% 7.0% 6.5% 6.8% 7.1%
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Raysut’s revenues increased by 9.0% to RO 23.9 million in 1Q2009 compared to RO 21.9 
million in 1Q2008. The increase in revenue was driven by healthy cement demand in Oman 
as domestic revenue jumped up 24.7%. On the other hand, the export revenue retracted by 
23.6% in 1Q2009 compared to 1Q2008. Worth highlighting is the strong domestic demand for 
cement backed by an increase in the domestic cement price. Domestic cement prices increased 
by 10.2% from RO 28.6 per ton in 1Q2008 to RO 31.5 per ton in 1Q2009. Comparatively, the 
prices on exported cement also increased, but at a slower pace of 3.3%.

The increase in revenues was unable to offset the 60.5% leap in the cost of goods sold. This 
was mainly due to cement imports of RO 6.5 million in 1Q2009 compared to RO 0.84 million 
in 1Q2008, which led to a 28.6% drop in EBITDA. 

Other production costs that contributed to the decline in EBITDA include a 31.2% increase 
in employee-related costs and a doubling of factory overhead costs. Moreover, distribution 
expenses were up 13.3% as a result of the increased usage of the Muscat Shipping terminal to 
deliver cement to the local market. Net profit before tax declined by 33.9% to RO 7.8 million 
in 1Q2009 compared to RO 11.9 million in 1Q2008 as a result of the decline at the EBITDA 
levels. Investment-related losses in 1Q2009 compared to gains in the previous quarter last year 
only made matters worse. Cash flows from operations (CFFO) dipped from RO 5.5 million in 
1Q2008 to RO 4.4 million in 1Q2009, a 20.3% decline. 

1Q2009 results – Prices stronG yet imPorts DraG net ProFit Down

Cement imports play 

spoilsport

Sources: Company Financials and NBK Capital

  1Q2009 Financial OverviewFigure 18 

Key Financial data

income Statement  (Ro million) 1Q2009 1Q2008 y-o-y Growth

Domestic Revenue 18.5 14.8 24.7%

Export Revenue 5.4 7.1 -23.6%

Total Revenue 23.9 21.9 9.0%

Gross Profit 9.1 12.7 -28.3%

EBITDA 9.0 12.6 -28.6%

EBIT 7.9 11.5 -31.6%

Net Profit before tax 7.8 11.9 -33.9%

Balance Sheet (Ro million) 1Q2009 1Q2008 y-o-y Growth

Property, Plant and Equipment 70.2 71.1 -1.3%

Current Assets 46.6 45.6 2.2%

Total Assets 121.6 120.2 1.2%

Total Debt 4.7 7.1 -33.9%

Liabilities 35.7 37.4 -4.5%

Equity 85.9 82.8 3.7%

operating Highlight 1Q2009 1Q2008 y-o-y Growth

Domestic Sales (Mtpa) 0.59 0.52 13.1%

Export Sales (Mtpa) 0.17 0.23 -26.0%

Total Sales (Mtpa) 0.76 0.75 1.0%

Local Cement Prices (RO) 31.5 28.6 10.2%

Export Cement Prices (RO) 31.6 30.6 3.3%

Average Cement Prices (RO) 31.5 29.2 7.9%
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FInAnCIAL stAteMents

Sources: Company Financials and NBK Capital

Balance Sheet (Ro Thousands)

Fiscal year Ends december 2007 2008 2009 2010 2011 2012 2013

aSSETS

Cash and Short-Term Investments 16,040          16,593          22,023          31,505          33,776          38,628          44,893          
Total Receivables, Net 6,063            11,714          9,376            8,661            8,717            9,047            8,790            
Total Inventory 5,759            7,817            7,125            6,663            6,780            6,959            6,592            
Prepaid Expenses 1,361            3,457            2,625            2,665            2,583            2,784            2,930            
Other Current Assets 8,870            2,654            2,654            2,654            2,654            2,654            2,654            
Total Current assets 38,094          42,235          43,803          52,147          54,509          60,071          65,858          

Property/Plant/Equipment, Total - Net 71,500          73,434          75,360          77,402          79,567          81,861          84,293          
Other Long-Term Assets, Total 3,435            1,975            1,975            1,975            1,975            1,975            1,975            
ToTal aSSETS 113,030       117,644       121,139       131,525       136,051       143,908       152,127       

liaBiliTiES & EQuiTy

Accounts Payable 2,947            2,579            2,292            2,036            1,973            2,127            2,238            
Payable/Accrued 3,782            3,110            3,000            2,500            2,000            1,500            1,000            
Accrued Expenses 1,634            1,976            1,976            2,584            2,296            2,225            2,398            
Short-Term Debt 2,407            2,399            2,553            2,881            3,164            3,538            3,891            
Other Liabilities 3,318            3,895            3,895            3,895            3,895            3,895            3,895            
Total Current liabilities 14,089          13,960          13,715          13,896          13,328          13,283          13,422          

Long-Term Debt 5,033            2,397            2,550            2,878            3,161            3,534            3,888            
Deffered Income Tax 2,605            2,926            2,926            2,926            2,926            2,926            2,926            
Other Liabilities 357               308               308               308               308               308               308               
Total liabilities 22,083          19,590          19,499          20,008          19,722          20,051          20,544          

Total Equity 90,946          98,054          101,640       111,517       116,329       123,856       131,583       

ToTal liaBiliTiES and EQuiTy 113,030       117,644       121,139       131,525       136,051       143,908       152,127       

Historical Forecast

income Statement (Ro Thousands)

Fiscal year Ends december 2007 2008 2009 2010 2011 2012 2013

Total Revenue 63,013 89,081 75,005 66,626 64,569 69,590 73,249
Cost of Revenue 31,455 52,987 44,734 31,576 31,570 34,894 37,095
Gross profit 31,558 36,094 30,271 35,050 33,000 34,696 36,154
Selling/General/Admin. Expenses 470 591 750 666 646 696 732
Depreciation/Amortization 3,605 4,502 4,641 4,919 5,214 5,527 5,859
operating income 27,483 31,001 24,880 29,465 27,139 28,473 29,562
Interest Income (Exp), Net Non-Operating 3,206 1,949 1,439 1,307 1,309 1,265 1,365
net income before Taxes 33,305 30,969 26,357 30,806 28,482 29,773 30,965
Provision for Income Taxes 3,185 3,861 2,771 3,239 2,995 3,130 3,256
net income after Taxes 30,120 27,108 23,586 27,567 25,487 26,643 27,709

Historical Forecast

Cash Flow (Ro Thousands)

Fiscal year Ends december 2007 2008 2009 2010 2011 2012 2013

Cash from Operating Activities 25,935          22,282          30,214          32,134          28,417          29,742          32,427          
Cash from Investing Activities (18,588)        3,451            (4,892)           (5,376)           (5,735)           (6,153)           (6,480)           
Cash from Financing Activities (18,061)        (22,899)        (19,891)        (17,277)        (20,411)        (18,737)        (19,683)        
Net Change in Cash (10,714)        2,834            5,430            9,481            2,272            4,852            6,264            

Historical Forecast
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FInAnCIAL RAtIOs

Sources: Company Financials and NBK Capital

Ratios 

Fiscal year Ends december 2007 2008 2009 2010 2011 2012 2013

liquidity
Current Ratio 2.7 3.0 3.2 3.8 4.1 4.5 4.9
Quick Ratio 1.6 2.0 2.3 2.9 3.2 3.6 4.0

Capital Structure & Solvency
Total Debt-to-Equity 0.08 0.05 0.05 0.05 0.05 0.06 0.06

Return on investment
Return on Average Assets 28.7% 23.5% 19.8% 21.8% 19.1% 19.0% 18.7%
Return on Average Common Equity 37.2% 28.7% 23.6% 25.9% 22.4% 22.2% 21.7%
Return on Average Invested Capital 33.9% 32.2% 25.3% 29.5% 26.6% 27.0% 27.1%

operating performance
Gross Profit Margin 50.1% 40.5% 40.4% 52.6% 51.1% 49.9% 49.4%
EBITDA Margin 49.3% 39.9% 39.4% 51.6% 50.1% 48.9% 48.4%
Operating Profit Margin 43.6% 34.8% 33.2% 44.2% 42.0% 40.9% 40.4%
Net Profit Margin 47.8% 30.4% 31.4% 41.4% 39.5% 38.3% 37.8%

per Share analysis
Earnings Per Share (EPS) 0.15 0.14 0.12 0.14 0.13 0.13 0.14
Book Value Per Share (BVPS) 0.45 0.49 0.51 0.56 0.58 0.62 0.66
Dividend Per Share (DPS) 0.10 0.10 0.09 0.10 0.10 0.10 0.10

asset utilization
Accounts Receivable Turnover 13.4 10.0 7.1 7.4 7.4 7.8 8.2
Inventory Turnover 6.8 7.8 6.0 4.6 4.7 5.1 5.5
Accounts Payable Turnover 15.3 19.2 18.4 14.6 15.7 17.0 17.0
Fixed Assets Turnover 0.9 1.2 1.0 0.9 0.8 0.8 0.9
Total Assets Turnover 0.6 0.8 0.6 0.5 0.5 0.5 0.5

valuation
Price-to-Earnings Ratio (x) 13.0 8.1 12.4 10.6 11.5 11.0 10.6
Price-to-Book (x) 4.3 2.2 2.9 2.6 2.5 2.4 2.2
Dividend Yield (%) 5.1% 9.1% 6.0% 7.0% 6.5% 6.8% 7.1%
Dividend Payout Ratio 66% 74% 75% 75% 75% 75% 75%
Free Cash Flow Yield (%) 3.2% 9.9% 6.8% 8.7% 7.2% 7.4% 8.2%
Enterprise Value/ Sales 6.1 2.3 3.8 4.2 4.4 4.0 3.8
Enterprise Value/ EBITDA 12.3 5.9 9.5 8.2 8.7 8.3 8.0
Enterprise Value/ EBIT 14.0 6.7 11.3 9.6 10.4 9.9 9.5

Key operating metrics
Clinker Capacity (Mtpa) 2.15 2.50 2.50 2.50 2.50 2.50 2.50
Cement Capacity (Mtpa) 2.35 2.70 2.70 2.70 2.70 2.70 2.70
Clinker Production (Mtpa) 1.93 2.05 2.05 2.31 2.31 2.38 2.44
Cement Production (Mtpa) 2.01 2.12 2.13 2.54 2.54 2.61 2.68
Clinker Capacity Utilization (%) 89.7% 81.8% 81.8% 92.5% 92.5% 95.0% 97.5%
Cement Capacity Utilization (%) 85.5% 78.5% 78.8% 94.2% 94.2% 96.8% 99.3%
Export Cement Prices (RO/ton) 28.2 32.4 28.2 24.6 23.4 24.6 25.2
Domestic Cement Prices (RO/ton) 28.4 33.0 28.9 26.7 26.0 27.3 28.0
Average Cement Prices (RO/ton) 28.3 32.8 28.7 26.2 25.4 26.7 27.3

Historical Forecast
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