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Performance Indicators 

 2007 2008E 2009E 2010E 2011E 

Revenues 
 (SAR ‘MM) 

1,185.50 1,685.88 1,781.29 1,882.60 1,990.24 

Gross Profit  
(SAR ‘MM) 

768.78 1,095.82 1,141.81 1,212.40 1,293.66 

Operating Income  
(SAR ‘MM) 

728.77 1,052.79 1,094.26 1,160.69 1,236.07 

Net Income 
 (SAR ‘MM) 

731.43 1,054.25 1,096.77 1,163.80 1,240.29 

EPS (SAR) 5.42 7.81 8.12 8.62 9.19 

Total Assets 
 (SAR 'MM) 

3,604.32 4,071.44 4,388.78 4,707.61 5,022.03 

 

Stock Price Performance 

Months 1 3 6 12 YTD 

Price Performance (%) -4.85 -1.67 -24.22 -0.67 -25.85 

 

 

Recommendation 

Target Price (SAR) 100.25 

Current Price (SAR) 73.50 

Upside Potential (%) 36.73 
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Executive Summary  
 

 
Overview of the Saudi Cement Sector… 
Saudi Arabia has become one of the fastest expanding economies in the region with a real 
economic growth rate of 5% over the last five years compared with an average rate of 1.4% 
in the previous decade. The government is in an enviable position of being able to invest its 
high oil revenues in infrastructure. As a result, the demand for cement has been 
continuously increasing over the past years. Saudi Cement Co., Yamama Cement Co. and 
Southern Cement are at the top in terms of market capitalization in the Saudi Cement 
Sector. They hold about half of the total market capitalization of the eight listed 
companies, as of June 25, 2008. The current combined total capacity of cement and clinker 
of these eight companies was 32.90 MM tons and 28.50 MM tons respectively in 2007. 
Yamama Cement, with cement and clinker capacities of 6.30 MM tons and 6 MM tons 
respectively, is the largest cement Company in terms of production capacity and the 
second largest producer in terms of production in Saudi Arabia. The total cement  
production of the 8 listed companies in Saudi Arabia reached 30.28 MM tons in 2007, up by 
a healthy 12% as compared to 27.05 MM tons, which was recorded in 2006. Much of the 
cement demand in Saudi originates from the central, eastern, and western regions.  
 

Rising Cement Exports from Saudi Arabia… 
The total export of cement from Saudi Arabia increased to 3.57 MM tons in 2007 from 1.67 
MM tons in 2006. At present, there are a total of 5 cement companies, which are exporting 
cement from the country. Out of these five, Saudi Cement and Eastern Cement are the 
major cement exporters, with exports of 1.15 MM tons and 1.12 MM tons respectively, in 
2007. It is worth noting that the government prohibited recently the export of cement 
following growing complaints by contractors and individuals that traders are stacking 
supplies for exports to make more profit. On the other hand, it should be noted that the 
imports of cement or clinker into Saudi Arabia in 2007 were almost negligible. 
 

The Booming Saudi Economy… 
With over 25% of the world’s conventional oil reserves, Saudi Arabia is the largest Arab 
economy. Although efforts have been made to diversify Saudi Arabia's economy, it remains 
heavily dependent on the Oil Sector and will continue to be so in the foreseeable future. 
Private Non-oil Sector contribution to GDP has increased over the past decade, but oil and 
oil derivatives still account for 90-95% of Saudi export earnings, 75% of budget revenues 
and about 30-35% of its GDP. Non-oil Sector grew by 8% in 2007 and soaring oil revenues 
over the recent years have created significant budget and external surpluses. As a result, 
the Saudi economy has witnessed an unprecedented rise in infrastructure activities in the 
past few years. This has created a huge demand for cement in the Kingdom. The rising 
population of the youth and the robust growth in the Tourism Sector are also favorable to 
the Cement Sector.  
 

Robust Financial Performance of Yamama… 
Yamama Cement Co. has witnessed a steady rise in its top line and bottom line over the 
past few years as new projects in the Housing Sector are being undertaken regularly and 
there are always some mega industrial projects taken up by the government for 
infrastructure development in the Kingdom. In 2007, Yamama has witnessed growth of 
24.77%; the revenue and the net profit reaching SAR 1,186 MM and SAR 731 MM respectively 
at the end of 2007. This rise in profits is due to an increase in the volume of the Company’s 
sales after the initiation/start of a new production line. The ‘expenses to sales ratio’ has 
deceased to 3.38% in 2007 from 3.79% in 2006. This indicates the operating efficiency of the 
Company and its active involvement in cost reduction activities. The Company’s earning per 
share (EPS) for 2007 rose to SAR 5.42 from SAR 4.45 recorded in 2006. 
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New Production Line will help the Company to boost its Sales to a new high 
During 2007, the clinker production of Yamama surged by 51% to reach 4.27 MM tons per 
year as compared to 2.84 MM tons per year in 2006. Moreover, in 2007 the cement 
production of the Company reached 4.65 MM tons per year from 3.85 MM tons per year in 
2006. This was because; the Company is equipped with a production capacity of 10,000 tons 
of clinker per day. At present, Yamama Cement has a clinker capacity of 6 MM tons and a 
cement capacity of 6.3 MM tons. Going forward, the expanded capacity should give 
Yamama greater economies of scale, thereby, maintaining its margins. We believe that the 
rise in the production will lift the Company’s revenue and profits to greater heights in the 
coming years.  
 

Concerns 
 

 With the rising construction and real estate activities in the Kingdom and the entry of 
new foreign players, there is bound to be an increase in the competition among the 
existing cement manufacturers in the long run. 

 The Saudi Cement Index posted a sizable return of 20.17% during the last one year 
while Yamama stock’s return was negative, at -0.67% during the same period, denoting 
underperformance of the Company’s stock. 

 Inflation reached 10.45% in April 2008 as rents rose at a fast pace and the currency, 
which is pegged to a weak dollar is a major concern for the Saudi Cement Sector. 

 The Middle East has the world's hottest deserts, and so the climate there is very hot 
and dry. The manufacturers and traders should also pay attention to these unique 
oppressive climatic conditions and supply building materials that offer good heat and 
drought resistance. 

 A number of environmental issues, especially carbon dioxide emissions, can also 
potentially affect the Saudi Cement Industry. 

 
Investment Recommendation 
 

We initiate the coverage of Yamama Cement with a BUY recommendation. Yamama 
Cement has started its new production line with a production capacity of more than 10,000 
metric tons per day in 2007. Based on a weighted average target price, by using the 3 
valuations models viz. Discounted Cash Flow Model with Free Cash Flow to Firm Approach 
and Free Cash Flow to Equity Approach and Relative Valuation Model, we have arrived at a 
one year target price for Yamama Cement, of SAR 100.25 per share. This reflects a 36.73% 
upside potential with the current market price of SAR 73.50. The purpose of this valuation 
exercise is to arrive at a fair value per share, through the use of fundamental analysis, 
which should prevail for Yamama Cement in the next 12 months. 
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Introduction to the Global Cement Industry  
 

Cement is one of the core industries, which plays a vital role in the growth of a nation. The 
Global Cement Industry has evolved significantly in the last two decades, going through all 
the phases of a typical cyclical industry. There are around 1,828 integrated cement 
production facilities, 421 dedicated grinding units with over 2.6 B tons of total cement 
capacities across the world. The increasing activities in the Real Estate and Construction 
Sectors in the different parts of the world have led to the increased production and 
consumption of cement.  
 

Types of Cement 
The types and variety of cement has increased over the years with the advancement in 
research, development and technology. The Global Cement Industry is witnessing a boom 
as a result of which the production of different kinds of cement has also increased. Cement 
manufacturers produce different types of cement in accordance with the requirements of 
the construction industry. Besides the most commonly used Ordinary Portland Cement 
(OPC or Type –1), there are other types such as the Sulfate Resistant Cement (SRC or Type – 
5), white cement, colored cement, oil wells cement, quick setting cement, pozolana 
cement, bacteria resisting cement and many others.  
 

Global Cement Production 
According to Cement, global cement production grew at a CAGR of 9% between 2004 and 
2006. It reached 2,611 MM tons in 2006, up by 10%, as compared to 2,371 MM tons, which 
was recorded in 2005. 
  

Chart 1: Global Cement Production 
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                                                      Source: Cemnet 
 

Table 1: Five Largest Cement Companies 2006 
 

Company Country 
Production 
MM tons 

Holcim USA 198 
Lafarge USA 175 
Cemex USA 94 
Heidelberg Germany 90 
Itlcementi Italy 70 

 

                Source: Cemnet 
 

In 2006, the global cement market was dominated by a few multinational companies. The 
five largest cement companies in 2006 in terms of cement production were Holcim, 
Lafarge, Cemex, Heidelberg and Itlcementi. The top 5 players accounted for around 24% of 
the global cement supply in 2006.  
 

Global Cement Consumption 
The global cement consumption increased at a CAGR of 8.2% to 2,557 MM tons in 2006 from 
2,185 MM tons in 2004. It is very important to note that China has been a major contributor 
in the growth in demand for cement in the world. As per Cemnet, China consumed 1.2 B 
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tons of cement, which accounted for 47% of the global cement consumption in 2006, with 
YoY growth of 13.3%.  
 

Chart 2: Global Cement Consumption 
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                                              Source: Cemnet 
 

In 2006, the largest cement consumer regions were North Asia (13% YoY growth), the 
Indian subcontinent (12.4% YoY growth), Eastern Europe (around 11% YoY growth) and 
others. This is mainly due to the large investments in infrastructure and the rising demand 
for real estate from a booming population. Due to the increased construction activity 
fueled by huge surpluses from the rising oil prices, the cement consumption in the Middle 
East has also been robust and has increased by 9.6% in 2006. 
 

Table 2: Major Cement Consuming Nations 
 
 

Country 2000 2002 2004 2006 

China 585.0 719.0 976.0 1200.0 
India 92.9 110.9 123.0 153.0 
United States 114.5 110.6 120.2 127.6 
Japan 72.3 64.6 58.0 57.0 
Spain 38.4 44.1 48.0 55.5 
Russia 30.6 35.9 41.5 51.0 
Italy 38.3 41.3 46.4 45.3 
South Korea 48.0 54.3 54.9 45.0 
Turkey 31.5 26.8 30.7 39.5 
Brazil 39.4 37.5 34.4 38.4 
Mexico 29.8 29.5 32.5 35.5 
Iran 21.0 27.0 31.5 33.5 
Vietnam 13.7 20.6 26.0 32.5 
Indonesia 22.4 27.2 30.2 32.1 
Egypt 26.3 27.2 23.6 30.1 
Saudi Arabia 15.4 20.8 24.1 29.7 
Thailand 17.9 21.8 26.3 27.6 
Germany 35.4 29.0 29.0 27.4 
France 20.6 20.7 21.9 23.5 
Malaysia 11.8 11.9 15.8 16.3 

 
          Source: ICR Research 
 
Overcapacity remains a Question 
The Global Cement Sector has faced a severe overcapacity problem which can be gleaned 
from the below chart. In 2004, cement production was recorded at 2,200 MM tons while 
consumption was at 2,185 MM tons. This indicates that there is a demand-supply gap of 15 
MM tons. Since then, this gap has been continuously increasing for the next two years.  
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Chart 3: Global Supply-Demand Gap of Cement 
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                                                  Source: Cemnet, Al Rajhi Research 
 

This was mainly because of the slowdown of the global economy, especially the slowdown 
of the US economy and the European economies. According to the World Bank, the global 
real GDP growth rate has declined from 3.9% in 2006 to 3.6% in 2007, with the slowdown 
led by the members of the Organization for Economic Co-operation and Development 
(OECD). Their GDP dipped to 2.5% in 2007 from 2.8% which was noted in 2006. The 
downturn was more marked in the United States, with the growth slowing down from 2.9% 
in 2006 to 2.2% in 2007. The World Bank is expecting that in 2008, the real GDP growth rate 
of the OECD countries and that of the world will decrease further to 2.1% and 3.3% 
respectively.  
 

Chart 4: Global Economic Indicators (%) 

3.4 3.9
3.6 3.3

5.44.95

4.3

2.1
2.5

2.8
2.4

0

1

2

3

4

5

2005 2006 2007 2008E

0

1

2

3

4

5

6

G lobal Real GDP Growth Rate MENA Real GDP Growth Rate

OECD Countr ies  Real GDP Growth Rate  
 

                    Source: World Bank 
 

The decreasing global real GDP growth rate has reflected the direct fallout of the 
weakening housing market, with residential investment falling rapidly, and credit 
conditions for both firms and consumers tightening. This is not the case in the MENA 
region, though. The Real Estate and Construction activity in the MENA region, mainly in the 
UAE and Saudi Arabia is on an unprecedented scale. As a result, the real GDP growth rate 
of the MENA region has declined slightly to 4.9% in 2007 from 5% in 2006. However, it is 
still higher than the global real GDP growth rate. This trend is expected to continue for the 
next 3-5 years, driven by sustained high oil prices and the abundant liquidity in these 
countries. 
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 Cement Industry in the GCC region 
 
 

 

In 1955, the GCC Cement Industry was initiated with the incorporation of the Arabian 
Cement Company on the West Coast of Saudi Arabia with a capacity of 90,000 mtpa. Over 
the next few decades, the GCC Cement Industry witnessed a remarkable growth with many 
other companies commencing operations throughout the region. Currently, there are more 
than 40 cement manufacturers in the GCC region. Out of which, around 23 companies are 
listed on the country’s respective stock exchanges. Saudi Arabia has the maximum number 
of cement producers in the GCC region. There are 8 publicly-listed cement companies in 
Saudi Arabia, apart from several other small, private cement companies. This is followed by 
the UAE, in which a total of 7 cement companies are publicly listed. It should be noted that 
there is not a single cement company listed in Bahrain. Star Cement Co. and Falcon Cement 
Co. are the only private cement companies in Bahrain.  
 

Chart 5: Number of Listed Cement Companies in the GCC 
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                                Source: Al Rajhi Research 
 

The GCC counties have been accruing huge oil revenues on account of the rising oil prices. 
The macroeconomic conditions of the GCC countries have also improved from the past. As a 
result, the GCC economies have been witnessing an unprecedented rise in infrastructure 
activities in the past few years. The main reasons behind this are the record surge in the oil 
prices and the repatriation of funds, post 9/11, into various economic activities, such as the 
Construction and the Cement Sectors. The construction activities in the region and the 
government's expenditure on infrastructure projects have also increased in all member 
countries resulting in heightened cement demand.  
 

Figure 1: Robust Growth of the GCC Economy and Construction Activities 
 

 
 
 
 
 
 

 
 
 

 Contribution of the Construction & Real Estate Sectors to the Economy  
In the non-oil segment, the Construction and Real Estate Sectors play a very important role 
in the booming GCC economy and their contributions to the GDP have been steadily 
increasing over the last many years. The contribution of the GCC Construction and Real 
Estate Sectors amounted to 9.5% the nominal GDP of the GCC countries in 2006. It is very 
important to note that these sectors are considered to be among the major pivots in the 
process of development in the area of services in the region.  
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Chart 6: Contribution of the Construction and Real Estate Sectors to the GDP in 2006 
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                             Sources: Central Bank of respective countries and Al Rajhi Research 
 

The UAE Construction and Real Estate Sector led, with the first position, with 16% 
contribution to that country’s GDP. This was followed by Bahrain Construction and Real 
Estate Sector, which accounted for 11.4% of its GDP. The Construction and Real Estate 
Sectors of Qatar, Saudi Arabia, Oman and Kuwait contributed 8.5%, 8.3%, 6.4% and 6.2% 
respectively to their economies in 2006.  
 

 

GCC’s Cement Production and Consumption  
The total cement production of the GCC’s cement companies reached 58.37 MM tons in 
2007, up by 15% from 50.74 MM tons in 2006. The total cement consumption in the GCC 
recorded a growth of 11.5% to reach 62.54 MM tons in 2007 from 56.11 MM tons in 2006. 
Saudi Arabia, the largest cement producer and consumer in the GCC accounted for 55% 
and 53% of the total cement production and consumption respectively in the GCC. In the 
UAE, cement consumption, which was estimated at 17 MM tons in 2007, exceeded its 
domestic production of 14.8 MM tons. The rising cement consumption in Saudi Arabia and 
the UAE are on account of the mammoth size of the ongoing real estate projects. Table 3 
shows the production and consumption of cement in the GCC countries since 2003. 
 

Table 3: GCC Cement Production / Consumption 
                                                                                                                                                            MM ‘tons 

Production Consumption Country 
  

2003 2004 2005 2006 2007 2003 2004 2005 2006 2007 

Saudi 24.11 25.51 26.10 29.00 32.50 22.26 24.10 26.51 29.70 33.25 

UAE 7.30 9..8 10.30 12.90 14.80 3.86 10.20 12.70 14.00 17.00 

Kuwait 2.24 2.24 2.24 2.24 3.00 2.35 3.57 4.08 4.37 4.67 

Qatar 1.48 1.48 1.85 2.50 3.00 1.67 1.67 4.00 4.00 3.00 

Oman 2.52 2.62 2.69 3.60 3.87 1.97 2.16 2.32 2.59 3.07 

Bahrain 0.18 0.18 0.36 0.50 1.20 0.83 0.83 1.35 1.45 1.55 

Total 37.83 32.03 43.54 50.74 58.37 32.94 42.53 50.96 56.11 62.54 
        Source: CemTech, ICR Research, Yamama Cement and Al Rajhi 
  

It should be noted that the rising cement consumption in the GCC region has led to a 
demand-supply mismatch in the regional markets. Several massive projects, which are 
underway, are creating a huge demand for cement and other building materials. As a 
result, most of the cement companies in the region are currently building new cement 
plants or upgrading existing facilities to enhance capacity and capitalize on the booming 
demand for cement in the local and regional markets. As per the industry estimates, the 
new streams of production capacity will result in an increase in production from 58 MM 
tons in 2007 to 65 MM tons in 2008. This might reduce the demand-supply gap. 
 

GCC’s Cement Exports and Imports 
In 2007, the export of cement from the GCC countries rose to 5.40 MM tons from 4.47 MM 
tons in 2003. Other than Saudi Arabia, which exported 3.57 MM tons of   cement in 2007, 
cement exports by the other GCC countries were somewhat insignificant. On the other 
hand, cement imports have been increasing; from   2.76 MM tons in 2003, they reached 8.90 
MM tons in 2007, growing at a CAGR of 34%. The rising need for cement imports clearly  
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indicates the strong demand for cement in the region. The primary reason behind the rising 
demand for cement is the booming construction and real estate activities in the whole GCC 
region. 
 

Table 4: GCC’s Cement Exports/Imports 
                                                                                                                                                            MM ‘tons 

Exports Imports Country 
  

2003 2004 2005 2006 2007 2003 2004 2005 2006 2007 

Saudi 2.70 1.95 1.89 2.33 3.57 0.00 0.00 0.00 0.00 0.00 

UAE 0.80 0.40 0.80 0.00 0.80 1.00 4.40 3.50 5.50 5.30 

Kuwait 0.00 0.00 0.02 0.00 0.00 0.30 1.40 1.84 2.13 1.67 

Qatar 0.00 0.35 0.00 0.00 0.00 0.50 0.15 2.91 1.55 0.90 

Oman 0.97 0.85 0.82 1.20 1.03 0.41 0.53 0.68 0.49 0.53 

Bahrain 0.00 0.00 0.00 0.00 0.00 0.55 0.65 1.00 1.00 0.50 

Total 4.47 3.55 3.53 3.53 5.40 2.76 7.13 9.93 10.67 8.90 
        Source: CemTech, ICR Research, Yamama Cement and Al Rajhi 

 

The net exports of cement in 2007 are represented in Chart 7. The region’s net imports stood 
at 3.5 MM tons. Only two member countries of the GCC – Saudi Arabia and Oman were net 
exporters of cement. 
 

Chart 7: Net Cement Exports 
3.57

-4.50

-1.67
-0.90

0.50

-0.50

-6

-4

-2

0

2

4

Saudi UAE Kuwait Qatar Oman Bahrain

M
M

 't
on

s

 
                                                     Source: CemTech, ICR Research, Yamama Cement and Al Rajhi 
 
 

Table 5: Key Ongoing Projects in the GCC region 
 

Date Project Name Country Sector 
Contract 
Value in 
$ MM 

Status 

23-Jul.-07 
Al Maktoum 
International Airport 
(JXB) 

UAE 
Infrastructure 
-- Airports 

33,000 
Construction - 
Execution 

6-Sep.-07 
Limitless - Arabian Canal 
Dev. 

UAE 
Infrastructure 
-- Waterways 

11,000 
Construction - 
Execution 

24-May-07 
NDIA - New Doha 
International Airport 

Qatar 
Infrastructure 
--  Airports 

11,000 
Construction - 
Execution 

27-Aug.-07 GCC Rail Network 
Region-
wide 

Infrastructure 
--  Railways 

10,000 
Study - Feasibility 
Study 

25-Jul.-07 
Abu Dhabi Airport 
Expansion 

UAE 
Infrastructure  
-- Airports 

6,800 
Construction - 
Execution 

29-Oct.-07 Qatar - New Doha Port Qatar 
Infrastructure 
--  Ports 

5,500 
Design - Conceptual 
Design 

10-Apr.-07 Kuwait Metro Project Kuwait 
Infrastructure 
-- Metro 

4,800 
Study - Feasibility 
Study 

12-Jul.-07 Dubai Metro Blue Line UAE 
Infrastructure  
-- Metro 

3,000 Study 

8-Jun.-07 UAE Railways - Phase 1 UAE 
Infrastructure  
-- Railways 

3,000 Planning 

24-May-07 Dubai Metro Purple Line UAE 
Infrastructure  
-- Metro 

2,700 Design 

Source: Zawya 
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Saudi Cement Industry  
 

Saudi Arabia has become one of the fastest expanding economies in the region with a real 
economic growth rate of 5% over the last five years compared with an average of 1.4% in 
the previous decade. Historically, Saudi Arabia used to invest around 17% of its GDP on 
infrastructure, but these investments have grown substantially due to the continued rise in 
the construction activities. Currently, Saudi Arabia invests 30 to 35% of its GDP on 
infrastructure. The government is in an enviable position of being able to invest its high oil 
revenues in infrastructure. The infrastructure overhaul will necessitate the construction of 
millions of housing units, thousands of kilometers of new roads and railways, a number of 
water, sewerage and electricity plants and the development of industrial and technology 
zones. Industry experts put the value of construction projects so far announced at more 
than $ 300 B. The Construction Sector is growing at about 7% annually and is expected to 
sustain similar or higher growth rates at least until 2010. This growth has been driving a 
boom in the Cement Sector, by increasing the demand for cement. With the visible and 
concrete growth in the real estate activities and the boom in the development of 
infrastructure, the cement industry is doing exceedingly well in Saudi Arabia. 
 

Currently, there are eight listed cement companies operating Saudi Arabia. From Table 6, it is 
clear that Saudi Cement Co., Yamama Cement Co. and Southern Cement are at the top in terms 
of market capitalization in the Saudi Cement Sector. They account for about half of the total 
market capitalization of the eight listed companies, as of Jun 25, 2008. Saudi Cement Co. has the 
highest market cap among them, with an 18% share. This was followed by southern Cement, 
which has the second highest market cap, with a 17% share among the listed cement 
companies. 
 

Table 6: Top Saudi Cement Companies in terms of Market Capitalization 
 

Company 
Market Capitalization  
(SAR ‘MM)* 

% 

Saudi Cement Co. 11,934 18% 
Southern Province Cement Co. 10,885 17% 
Yamama Cement Co. 9,821 15% 
Yanbu Cement Co. 8,269 13% 
The Qassim Cement Co. 7,515 12% 
Eastern Province Cement Co. 6,902 11% 
Arabian Cement Co. 6,260 10% 
Tabouk Cement Co. 3,285 5% 
Total 64,871 100% 

              * As on June 25, 2008 
 

Yamama and Saudi Cement Co. dominate the Cement Sector in Saudi Arabia 
The current combined total capacity of cement and clinker of these above eight companies was 
32.40 MM tons and 28.50 MM tons respectively in 2007. Yamama Cement, with cement and 
clinker capacities of 6.30 MM tons and 6.00 MM tons respectively, is the largest cement 
Company in terms of production capacity and the second largest producer in terms of actual 
production in Saudi Arabia.  
 
 

Table 7: Saudi Cement Producers: Annual Capacity and Production 
Annual Capacity (MM ‘tons) Production (MM ‘tons) 

Company 
Cement Clinker Cement Clinker 

Yamama Cement 6.30 6.00 4.65 4.27 
Saudi Cement 6.00 4.50 5.28 4.84 
Eastern Cement 3.40 3.20 3.48 3.38 
Qassim Cement 4.00 3.00 3.46 2.90 
Yanbu Cement 4.80 4.20 4.62 3.82 
Arabian Cement 3.00 2.60 2.82 2.61 
Southern Cement 4.00 3.80 4.61 4.18 
Tabouk Cement 1.40 1.20 1.36 1.26 
Total 32.90 28.50 30.28 27.26 

             Source: Yamama Cement and Al Rajhi Research 
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The total cement and clinker production of the 8 listed companies in Saudi Arabia reached 
30.28 MM tons in 2007, up by a healthy 12% as compared to 27.05 MM tons, which was 
recorded in 2006. In terms of production, Saudi Cement Co. dominated the Saudi Cement 
sector with the highest Cement and Clinker production of 5.28 MM tons and 4.84 MM tons 
respectively.  
 

Yanbu Cement Co. is the leading Cement Seller in the Kingdom 
The sales volume of cement in Saudi Arabia reached 26.82 MM tons in 2007, which was an 
increase of 8.4%, from 24.74 MM tons in 2006. Yanbu Cement Co. jumped to the position of 
‘Number One’, in terms of sales activity in the Kingdom from the fourth position it held in 
2006. This was followed by Yamama Cement which delivered 4.29 MM tons of cement in 
Saudi Arabia.  
 

Chart 8: Cement Sales Volume in the Kingdom (MM ‘tons) 
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                      Source: Yamama Cement and Al Rajhi Research 
 

Local Market Share 
Yanbu Cement Co. has dominated the Saudi Cement Sector in terms of sales activities. The 
company, which had a market share of just 14% in 2006 held a 17% share in the Kingdom, 
in 2007. Yamama Cement and Southern Province Cement Co. held a 16% market share 
each, out of the total cement sales in the Kingdom, in that year. It should be noted that the 
top 4 companies – Yanbu, Yamama, Southern and Saudi – together had a share of more 
than 64% in the local (i.e. country-wide) cement sales in 2007. 
 

Chart 9: Cement Market Share in KSA, 2007 
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Province-wise Market Shares 
Much of the cement demand in Saudi originates from the central, eastern, and western 
regions, while the southern and the northern regions account for a lesser share of the total 
demand. This is also reflected in the present spread of production capacities in the country.  
 

In 2007, the central region, in which Yamama Cement and Qassim Cement operate, had the 
highest cement production capacity of 10.3 MM tons and clinker production capacity of 9 
MM tons. This was followed by the eastern region (9.4 MM tons) and the western region (7.8 
MM tons). In short, the three regions – central, eastern and western – dominated the total 
cement and clinker capacity in the Kingdom in that year. At present, the three regions  
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together have more than 80% share of the total cement and total clinker capacity of the 
Kingdom. To clarify or highlight this better, Table 8 shows the region-wise producers and 
their cement and clinker capacities.  
 

Chart 10: Region-wise Production Capacity of Cement in Saudi Arabia (MM ‘tons) 
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Table 8: Production Capacity of Cement Manufacturers in the Different Regions 
 

Company Region 
Cement Production 
Capacity  
(MM ‘tons) 

Clinker 
Production 
Capacity            
(MM ‘tons) 

Yamama Cement Central 6.3 6.0 

Qassim Cement Central 4.0 3.0 

Yanbu Cement Western 4.8 4.2 

Arabian Cement Western 3.0 2.6 

Southern Cement Southern 4.0 3.8 

Eastern Cement Eastern 3.4 3.2 

Saudi Cement Eastern 6.0 4.5 

Tabouk Cement Northern 1.4 1.2 
 

            Source: Company sources, Yamama Cement and Al Rajhi Research 
 

Saudi Cement and Eastern Cement – the major Cement Exporters of Saudi Arabia 
The total export of cement from Saudi Arabia increased to 3.57 MM tons in 2007 from 1.67 
MM tons in 2006. At present, there are a total of 5 cement companies which are exporting 
from the country. Out of these five (5), Saudi Cement and Eastern Cement are the major 
cement exporters, with exports of 1.15 MM tons and 1.12 MM tons respectively, in 2007. It is 
worth noting that the government prohibited recently the export of cement following 
growing complaints by contractors and individuals that traders are stacking supplies for 
exports to make more profit. A comparison of cement exports by the different cement 
companies is shown in Chart 11. 
 

Chart 11: Cement Exports from Saudi Arabia (MM ‘tons) 
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Negligible Cement/Clinker Imports in Saudi Arabia 
The imports of cement or clinker into Saudi Arabia in 2007 were negligible. Yamama 
Cement imported about 0.15 MM tons of clinker in 2007 while Saudi Cement imported 
around 0.06 MM tons during the same period. 
 

Table 9: Key Ongoing Projects in Saudi Arabia 
 

Date Project Name Sector 
Contract 
Value 
$ MM 

Status 

11-Mar-07 
King Abdullah Economic City 
(KAEC) 

Infrastructure | Free 
Zones/Economic 
Zones 

50,000 
Construction - 
Execution 

3-Jan-08 Jizan Economic City 
Infrastructure | Free 
Zones/Economic 
Zones 

30,000 Construction 

10-Jul-07 
Prince Abdulaziz Bin 
Mousaed Economic City 
(PABMEC) 

Infrastructure | 
Industrial Zones 

8,000 Construction 

24-Oct-07 
Makkah-Madinah Rail Link 
(MMRL) 

Infrastructure | 
Railways 

6,000 
Developer 
Selection 

12-Jul-07 
SAGIA - Monorails (Holy 
Sites) 

Infrastructure | 
Railways 

5,340 Study 

9-Jul-07 Saudi Landbridge  
Infrastructure | 
Railways 

5,000 
Developer 
Selection 

20-Jul-07 
SAAR - North-South Railway 
Project 

Infrastructure | 
Railways 

1,892 
Construction - 
Awarded 

3-Jan-08 
King Abdulaziz International 
Airport Expansion  

Infrastructure | 
Airports 

1,500 
Construction - 
Execution 

25-Jul-07 
Prince Mohammed Bin 
Abdulaziz Airport Expansion 

Infrastructure | 
Airports 

1,066 Design 

3-Jan-08 
SAAR - North-South Railway 
Package 4 

Infrastructure | 
Railways 

800 
Construction - 
Awarded 

 

      Source: Zawya, Al Rajhi Research 
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Favorable Macroeconomics for the Saudi Cement Sector 
 

 

Rising Gross Domestic Product  
Saudi Arabia is the biggest and the richest economy in the Arab world. One of the major 
global oil producing nations, the Kingdom of Saudi Arabia is leading the bandwagon of the 
economic boom in the Middle East since the last decade. Its rising GDP is one of the biggest 
testimonies to its growth story. Its GDP and growth are depicted in the below graph. 
 

Chart 12: Nominal GDP of Saudi Arabia 
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From Chart 12, it is clear that the Kingdom’s nominal GDP has witnessed a consistent 
upward trend for the last five years. It has increased substantially from 214.6 B in 2003 to 
250.3 B in 2004, representing a surge of 16.64%. In 2005, it crossed the 300 B mark and stood 
at 315.3 B, denoting an upsurge of nearly 26% from the previous year. In 2006, though the 
nominal GDP has increased, the level of appreciation has declined when compared with 
the previous appreciations. The GDP’s performance in 2006 was slightly higher, up by 13%, 
to reach 356.2 B. In 2007, the nominal GDP growth rate was about 7%, which is the lowest 
since 2003. The reason behind this weakening growth rate is the government’s strategy to 
decrease its dependence on the Oil Sector and to diversify its economy by facilitating the 
quick growth of the Non-oil Sectors. The real GDP growth followed the same pattern, 
increasing in absolute terms and decreasing in percentage terms.  
 

Table 10: Real GDP of Saudi Arabia 
 

Indicator 2003 2004 2005 2006 2007 
Real GDP ($ B) 182.9 192.6 203.3 209.7 216.8 

Real GDP Growth Rate (%) 7.7 5.3 5.5 3.2 3.4 
 

           Source: SAMA & the Central Department of Statistics and Information 
 

The rising GDP and the diversification endeavors of the Kingdom have provided a major 
impetus to the Construction Sector and to the supplementary Sectors such as Cement etc.  
 

Foreign Trade 
Oil exports constitute the key and major foreign trade item or product in the Kingdom, and 
which subsume nearly 85-90% of the entire exporting activities of the nation. The soaring 
oil prices have also played a key role in obtaining big revenues from its exports. The 
Kingdom’s exports have expanded by about 150% in 2007 from their 2003 level, thereby 
registering a massive growth of 155% in the trade balance. The main driving force behind 
the positive trade balance is the rise in the price of crude oil. The increasing demand for 
crude oil from the domestic market and the increasing demand for oil in the developing 
countries will also create a significant effect on the Kingdom’s revenues, which will enable 
it to achieve its own economic diversification strategies in the long term. 
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A favorable trade balance will further drive the government’s spending on infrastructure 
development, which is essential for its diversification strategy. The Construction Sector and 
the Cement Sector, which is the biggest constituent of the Construction Sector, will 
therefore be the major beneficiaries in the process. 
 

Chart 13: External Trade Performance 
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                                     Source: SAMA, the Ministry of Finance 
 
 

Government Finance 
From Table 11, it can be seen that Saudi Arabia’s total revenues from Oil and other Sectors 
have been scaling up substantially over the last many years. A major contribution to the 
Kingdom’s revenue was mainly from the Oil Sector, which is scaling up each passing year. 
Simultaneously, with the rising revenues, the country’s total expenditure was also rising 
rapidly. However, this increase in the total expenditure incurred by the Saudi government 
is because it has initiated the process of economic diversification to reduce the nation’s 
dependence on oil export revenues, which constitute more than 80% of its total revenue, 
on an average. All these factors are favorable to the Cement Sector in the Kingdom. 
 

Table 11: Government Finance 
 

Particular 2003 2004 2005 2006 2007 
Total Revenues (including Oil & Other) (SAR B) 293.0 392.3 564.3 673.7 621.5 

Total Expenditure (both Capital & Current) (SAR B) 257.0 285.2 346.5 393.5 443.0 

Surplus/Deficit (SAR B) 36.0 107.1 217.8 280.4 178.5 
         Source: SAMA & the Ministry of Finance 
 

Foreign Investments 
Saudi Arabia’s abundant natural resources, strategic location, modern infrastructure, and 
political and economic stability have made it a principal destination for FDI. Moreover, 
liberalization and the opening up efforts in 1984 boosted FDI inflows into the country to a 
great extent. The FDI inflows in the Kingdom have increased significantly from $ 183 MM in 
2001 to $ 18.3 B in 2006. Of these inflows, the major contribution was from the U.S.A, Japan 
and the United Arab Emirates. The Kingdom’s solid economic growth, healthy business 
environment and soaring oil prices attracted more FDI into its Oil, Gas and other important 
industries such as the Telecom, Tourism, Infrastructure and Financial Services. The 
increasing FDI in the Infrastructure Sector is definitely a positive development for the 
Kingdom’s Construction Industry and also the Cement Sector.   
The Kingdom’s government has opened up new economic sectors for foreign investment in 
line with its strategy to strengthen the economy. Saudi Arabia was the largest recipient of 
FDI in the Arab world in 2006, attracting $ 18 B, an increase of 51% as compared to the year 
2005, demonstrating the country’s popularity in regard to FDI. The trends for FDI in the 
previous years can be seen from Table 12. 
 

Table 12: Foreign Direct Investment in Saudi Arabia 
 

Particular 2003 2004 2005 2006 

Foreign Direct Investment ($ B) 0.78 1.94 12.10 18.29 

           Source: SAMA & the Ministry of Finance    
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Other Encouraging Economic Indicators 
The other economic indicators such as the per capita GDP and the Oil Sector’s contribution 
towards the GDP have been increasing consistently over the last five years, which is a 
positive sign. An increase in its per capita GDP indicates the rising economic growth, 
whereas the increasing contribution of its Oil Sector’s to its GDP depicts the importance of 
the Oil Sector in generating the Kingdom’s revenue. 
 

Table 13: Per Capital GDP of Saudi Arabia 
 

Indicators 2003 2004 2005 2006 2007 

Per Capita GDP ($) 9,744.40 11,111.46 13,650.80 14,724.30 16,958.8 

Oil Sector’s contribution to GDP (%) 41.5 45.6 52.7 54.6 56.0 

     Source: SAMA & the Central Department of Statistics and Information 
 

Inflation – A Mild Dampener 
In 2003, the inflation rate in Saudi Arabia stood at 0.6% but in 2004, it went down to 0.3%. 
In 2005, the inflation rate jumped again to 0.7%. Thereafter, the increase in inflation 
continued and rose to a record high of 4.1% in 2007. However, the inflation rate in the other 
GCC markets such as the UAE and Qatar was much higher when compared with that of 
Saudi Arabia. The main reason behind the Kingdom’s low inflation as compared with the 
other GCC markets is the high subsidies granted by the Kingdom in a direct form. However, 
even for the Kingdom, the rise in inflation is definitely worrisome.    
 

Chart 14: Saudi Inflation Trends (CPI %) 

 
                              Source: SAMA, Ministry of Finance  
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Yamama Cement - Company Profile  
 
Yamama Saudi Cement Co. (Yamama Cement) with its head office in Riyadh, Saudi Arabia 
was founded in 1961 (on 24-08-1961) and is involved primarily in the manufacture and 
marketing of cement, clinker and paper bags. The Company has the distinction of being 
among the first cement companies in Saudi Arabia. One of the primary reasons for setting 
up the Company was to produce cement, which was much needed in the country and also 
to utilize local materials, which are aplenty in the region. From its humble start, the 
Company has through a series of expansions and capacity enhancements grown to be one 
of the front runners in the Cement Sector in Saudi Arabia as well as the GCC region.  
 

The Company produces two types of cement, Ordinary Portland Cement (also called as 
‘Type 1’ cement) and Sulfate Resistant Cement (also called as ‘Type 5’ cement). In addition, 
the Company also has the requisite infrastructure and technology to produce cement of 
any specific criteria, on demand. Yamama also manufactures the sacks that are used as the 
packaging material to pack the cement produced at its plant. The Company has a great 
advantage in regard to the availability of raw materials, chiefly limestone. Their plant’s site, 
which is being mined for the raw material has an abundant quantity of good quality 
limestone and the supply is expected to last for decades to come. Other raw materials 
required too, are within proximate distance to the factory site.  
 

The Company’s story of expansion and growth has been made possible by the efforts of all 
the employees involved, the strategic direction and vision of the board and the 
management team as also generous government support, especially in its earlier years. 
With the initiation of production as early as 1966, newer and enhanced capacity lines etc. 
have enabled the Company to produce with a greatly increased capacity. In the years 1972, 
1978, 1985, 2004 and more recently in 2007, the Company has expanded through the 
construction of newer plants. The plants which have been built more recently have all been 
completed through collaboration with leading and well known companies abroad.  
 

Over the years, Yamama has been quite steadfast in fulfilling the promised goals or 
commitments that it has made in its annual reports and also in envisioning and working 
towards new targets and goals set for itself. For example, its commitments in the first half of 
this decade in regard to switching to gas from diesel to operate the powerhouse, have been 
adhered to. So also, new deals with companies in Europe for setting up new facilities to 
ramp up or scale up production have been carried through in subsequent years.   
 

The Company has demonstrated its active and keen commitment to the environment. The 
Company believes that it has transformed the area and region around its plants from what 
were seen as barren, almost waste lands into highly productive resources producing valued 
products for the economy and also impacting positively on the socio-economic fronts. In 
addition, the Company has also endeavored to consistently address and resolve issues 
relating to the protection of the environment around the plants. Some of the practical 
measures that it has undertaken in this regard are technology measures such as the up-
gradation of its electrical precipitators (electric filters) and reducing the polluting emissions 
thereby. The stacks and filters that it has installed are under the close watch of 
Meteorology and Environmental Protection Administration (MEPA). One other very 
practical measure that the Company has introduced is the use of recyclable packing paper 
sacks instead of using plastic sacks.  
 

Commitment to Quality  
The Company’s commitment to Quality Standards and Quality Assurance is total. It has, 
many years ago, obtained its certification for ISO standards, ISO 9001 standards through 
compliance with the rigorous procedures and processes that are required to be adhered to. 
In this regard, it is relevant to indicate that the Company has a full-fledged quality policy. 
Its first Quality certification was from M/S Quality Management Institute (QMI), a division 
of the Canadian Counsel for Standards. Also important to mention here is the Company’s 
endeavor to make the specifications of its products compliant with international 
standards. The Company does this through equipping and facilitating its laboratories with 
the latest and advanced instruments and equipments.  
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Contribution to Community 
The Company follows ‘best practices’ with respect to the community around it. At its 
inception a few decades ago, the setting up of a modern plant by the Company was akin to 
a milestone. The Company also hired locals and natives and trained them in technology to 
bring them up to its requirements. Whether it is selling directly to the customers during 
product shortages, or facilitating local entrepreneurs to transport its cement through their 
trucks, contributing to social and charitable causes, the Company has been a model 
company in regard to its role in the community around it.   
 

Adopting Saudiazation Policy  
The Company fully believes in and adheres to the Saudiazation policy and towards this end, 
has committed itself to training, recruiting and mentoring local Saudi employees in all 
ranks of the Company.  
 
Company’s Product Line 
 

 Ordinary Portland Cement (OPC or type – 1) 
 Sulfate Resistant Cement (SRC or type – 5) 
 Clinker  
 Paper Bags  

 

 
Board of Directors  
 

The Company’s board of directors is illustrated in Figure 2.  
 
 

            Figure 2: Yamama’s Board of Directors’ Structure 
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Management Team 
Yamama Cement has a visionary and able management team, details of which are given in 
Table 14.  
 

Table 14: The Management Team of Yamama Cement Co. 
 

Management Team Position 

Sultan Bin Mohammed Bin Saud Al Kabir  Managing Director 
Jihad Bin Abdulaziz Al Rashid  General Manager 
Munir bin Fahad al shaly  Finance Director 
Abdullah bin Mohammed al Nwasser  Purchasing Director 
Abullah Al Suwailem  Factory Manager 
Waleed Al Badaa  Production Manager 
Manahy Al Haytha  Marketing Manager 

Ahmad Al Dehan   HR and Administration Manager 
 

            Source: Yamama 
 
Major Shareholders 
 

The Company’s shareholders are all well known private individuals or families and some of 
the prominent investors or shareholders are HH Mohammed Bin Saud Al Kabir and family, 
Abdullah Salem Bahamdan, HH Turki Bin Mohammed Bin Abdulaziz Bin Turki Al Saud, 
Khaled Bin Suleiman Al Abdulaziz Al Rajhi etc. Table 15 shows the list of major shareholders 
of Yamama Cement in Saudi Arabia.  
 

Table 15: Major Shareholders of Yamama Cement Co. 
 
 

Name Type 

Heirs of Mohammed Bin Saud Al Kabir Private 

General Retirement Establishment Corporate 

Abdulaziz Ibrahim Al Mehanna Private 
Abdullah Salim Bahamdan Private 
Fahed Bin Mohammed Bin Sulayan Bin Sulya Private 
HH Sheikh Khaled Bin Mohammed Bin Abdulaziz Al Saud Private 
 HH SheikhTurki Bin Mohammed Bin Abdulaziz Bin Turki Al 
Saud 

Private 

Khaled Bin Suleiman Al Abdulaziz Al Rajhi Private 
Nasser Bin Mohammed Al Mutawa Private 
National Commercial Bank Government 

Rashed Al Mubarak Al Muraished Private 
Saud Bin Mohammed Al Dablan Private 

 

              Source: Yamama 
 
Company’s Investments 

The Company has a few investments. All of the companies in which Yamama Cement has 
made investments are located in Saudi Arabia.  
 
Cement Product Industry Company (Stake: 33%) 
This is the company, which produces paper bags/sacks for storing and transporting 
cement. It is based in Jeddah, Saudi Arabia. Yamama Cement holds one third of the total 
capital share in this company, which amounts to SAR 18 MM. 
 

Kuwaiti Sudani Holding Company (Stake: 6.67%) 
Yamama Cement Co. has 20 MM shares in Kuwaiti Sudani Holding Company. It should be 
noted that Yamama Cement has paid only 50% of the amount for these shares. Therefore, 
its investment amounts to SAR 1 MM. 
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Kafaa Iron and Steel Co. (Stake: 6%) 
Yamama holds 6% (7.5 MM shares) of the company’s paid-up share capital of SAR 1,250 
MM. Yamama has paid the first installment of the amount due, amounting to SAR 11.25 
MM.  
 

Industrialization and Energy Services Company (Stake: 5.62%) 
Established in 2003 and based in Riyadh, Saudi Arabia, this company is into support 
services and product manufacturing for the Oil and Energy Sectors. The government of 
Saudi Arabia is its biggest shareholder. Other shareholders include a number of cement 
companies and other industrial companies. Yamama Cement Co. has 11,249,997 shares in 
this company, with a total investment amount of SAR 112.50 MM.  
 

Arabian Shield Cooperative Insurance Company (Stake: 5%) 
This company is a provider of a whole range of insurance and reinsurance services. Typical 
services include insurance policies covering property risks, casualty risks, engineering risks, 
marine and cargo risks etc. It has a number of shareholders, a few of which are Arabian 
Shield Insurance Company, Bahrain National Holding Company, Yamama Cement 
Company, etc. The company was founded in 2006 and is based in Riyadh, Saudi Arabia. 
Yamama Cement has      1 MM shares with an investment amount of SAR 10 MM. The market 
value of these shares reached SAR 31.75 MM as of June 25, 2008. 
 

Sahara Petrochemical Company (Stake: 1.17%) 
Sahara Petrochemical Co. was conceived by the Zamil Group based in Saudi Arabia. The 
company invests in tow projects, namely, AL Waha Petrochemical Company, it is firs majority 
owned subsidiary, and in its affiliated participation in Saudi Olefins and Polyolefin’s Company 
(SEPC), both of which are expected to become operational by the fourth quarter of 2008.  
Yamama Cement has 2.18 MM shares with an investment amount of SAR 21 MM. The market 
value of these shares reached SAR 104.1 MM as on June 25, 2008.  
 

Kayan Petrochemical Company (Stake: 0.32%) 
Kayan Petrochemical Company, also known as Kayan, was set up in 2005. Though the 
company‘s focus is on the Petrochemical Sector, it has investments and interests in 
agricultural, industrial and real estate projects also. It is a privately held company and its 
ownership is vested in a number of private entities and private individuals. Yamama 
Cement Co. holds 1 MM shares with market value of SAR 26 MM as of June 25, 2008.  
 
 

Table 16: Yamama’s Investments 

Company Holding 

Cement Product Industry Company 33.00% 

Kuwaiti Sudani Holding Company 6.67% 

Kafaa Iron and Steel Co. 6.00% 

Industrialization and Energy Services Company 5.62% 

Arabian Shield Cooperative Insurance Company 5.00% 

Sahara Petrochemical Company 1.17% 

Kayan Petrochemical Company 0.32% 
 
 

             Source: Yamama 
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Investment Positives 
 
Saudi Arabia’s booming economy 
With over 25% of the world’s conventional oil reserves, Saudi Arabia is the Gulf region's 
largest economy. Although efforts have been made to diversify Saudi Arabia's economy, it 
remains heavily dependent on the Oil Sector and will continue to be so in the foreseeable 
future. Private Non-oil Sector contribution to the GDP has increased over the past decade, 
but oil and oil derivatives still account for 90-95% of Saudi’s export earnings, 75% of budget 
revenues and about 30-35% of its GDP. Saudi Arabia’s income from oil exports in 2007 
reached SAR 618.7 B ($ 165 B). Saudi Arabia’s oil production reached a low of 8.5 mbpd 
(million barrels per day) in April 2007, but in December 2007, it reached 8.9 mbpd. In 2008, 
both OPEC and the International Energy Agency (IEA) expect oil demand to remain robust. 
OPEC forecasts global oil demand to be averaging 87.06 mbpd by 2008, whereas the IEA 
projects demand to be 88.2 mbpd for the same year. The Kingdom’s economy is currently 
booming. The Non-oil Sector grew by 8% in 2007 and soaring oil revenues over the recent 
years have created significant budget and external surpluses. The booming economy has 
been matched by an increase in demand for cement, driven largely by massive 
construction projects.  
 

Favorable Demographic Fundamentals 
Saudi Arabia has one of the fastest growing population rates in the world with more and 
more expatriates coming and settling down in the Kingdom. The population of Saudi 
Arabia is forecast to grow by around 2.06% per annum through 2025. Saudi Arabia is 
forecasted to reach a population of 37 MM by 2025, as compared to 23.9 MM in 2006. In the 
face of this rapid population growth, the demand for further infrastructure support and 
housing is expected to continue growing unabatedly. The fast-growing population, along 
with the oil and gas windfall, has created a dynamic high-growth economy in the Kingdom. 
In addition to the new housing demand, more and more home owners are demanding 
bigger and better accommodation. Seen from another angle, the huge young population 
looking forward to establishing families will create tremendous opportunities for 
residential property developers. 
 

Table 17: Demographic and Economic indicators of Saudi Arabia 
 

 
2004 2005 2006 2007 2008E 

Population Aged 65+: 
January 1st ('000) 

725.23 754.63 783.88 816.40 850.36 

Population Density 
(people per sq. km) 

10.5 10.8 11.0 11.88 12.17 

GDP measured at 
purchasing power 
parity (MM 
International $) 

332,035.00 363,542.00 391,126.00 417,669.00 443,274.00 

Real GDP growth  
(% growth) 

5.30 6.10 4.30 4.10 4.30 

Consumer 
Expenditure ($ MM) 

73,076.11 80,140.99 85,297.40 85,027.27 85,928.70 

Annual Gross Income  
($ MM) 

96,176.91 102,557.51 107,745.20 118,550.34 124,955.85 

Annual Disposable 
Income ($ MM) 

91,857.55 98,940.96 103,337.78 108,894.33 113,781.01 
 

             Source: World Economic Factbook & International Marketing Data & Statistics  
 

Youth Age Profile 
Saudi Arabia has favorable demographics, with about 64% of the population in the age 
group of 15 - 64 years, in mid-2006. The population under the age of 15 years, which will be  
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ready to join the work force within the next decade, constituted about 32% of the total 
population. A sizeable young population, such as this, is likely to translate into long-term 
demand for residential, hospitality, leisure and commercial property. The strain on the 
Kingdom’s infrastructure could also necessitate huge investments in this sector, which 
could, in turn, have a further multiplier effect on the economy. Table 18 shows the age 
profile of the Saudi population in mid-2006. 
 

Table 18:  Age Profile of Saudi Population – Mid 2006 
 

 Saudis Non-Saudis Total 

 Total Male Female Total Male Female Total Male Female 

Less than 15 6,520 3,280 3,240 1,260 645 615 7,780 3,925 3,855 

Between 
 15 - 64 

10,155 5,082 5,073 5,086 3,743 1,343 15,241 8,825 6,416 

More than 
64 

596 302 294 62 39 23 658 340 318 

Total 17,271 8,664 8,607 6,409 4,427 1,981 23,679 13,091 10,588 

Source: Central Department of Statistics & Information, Ministry of Economy & Planning, Saudi Arabia 
 
Booming Construction Activities in KSA 
Oil-fuelled economic growth, in addition to favorable demographic fundamentals, growing 
commercial prominence and a booming tourism, have led to an unprecedented 
construction boom in the Middle East, with Saudi Arabia and UAE being the star 
performers. Other key catalysts include the repatriation of investment funds from the US 
after the 9/11 incident, the encouragement given by the governments to private 
investments in the construction sector, as well as the liberalization of laws regulating 
foreign business activities and property ownership. According to one estimate, there were 
over 2,837 construction projects either planned or underway in the GCC region with a total 
value exceeding $ 2.4 T in 2007. Due to the construction boom, the construction costs in the 
GCC have increased by more than 20% since 2003. In the light of the unprecedented levels 
of construction activity, the Saudi government, as well as the property developers are 
taking up various new projects to meet the growing needs of the Kingdom. The rise in the 
demand for residential and commercial properties will indeed increase the demand for 
building materials such as cement and its by-products.    

 

Robust Tourism Growth 
Many Middle Eastern countries are targeting tourism to boost economic growth, making 
tourism development a top government priority. As a result, massive investments in hotels 
and shopping malls have been carried out across the Middle East countries. Saudi Arabia is 
fast developing its western region along the Red Sea coast in a bid to boost tourism. New 
resorts and hotels are being established and planned in areas along the Red Sea coast, 
especially in Jeddah - the ‘Bride of the Red Sea’. On the religious tourism front, the two holy 
cities - Makkah and Medinah - are estimated to attract millions of pilgrims each year. The 
forthcoming $ 3 B Saudi-Egyptian Causeway, providing a road link between Saudi Arabia 
and Egypt across the Red Sea, is expected to raise Saudi Arabia's attractiveness to Islamic 
and non-Islamic visitors from Africa. Apart from attracting tourists from the other parts of 
the world, thanks to continuously strong economic performance and resulting higher 
income levels in the Middle East, inter-regional and domestic tourism have also become 
more popular in Saudi Arabia. Booming tourism will create further demand for cement in 
the Kingdom. 
 

Private Sector Growth 
With strong liquidity and increased investors' interest to park their funds within the 
country, the Saudi Real Estate Sector has got a big boost. The booming Real Estate Sector, 
which has as its basic ingredient or requirement, cement, will boost the Cement Sector. 
Skeptics doubt that the Kingdom is writing a new chapter in its economic history, but many 
analysts contend that the situation today is different from the oil boom a generation ago. 
They argue that the pieces are in place to create sustainable private sector growth, pointing 
to several factors. First, the government launched a $ 624 B investment program in  
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infrastructure and industrial projects through 2020, to develop industries in which Saudi 
Arabia has a natural competitive advantage. These mega-projects include building six  
‘economic cities’, an ambitious public-private partnership to create sustainable residential 
communities alongside industry. At the same time, government spending has stayed 
prudent. In 2007, the budget surplus was a comfortable $ 47.6 B. The surplus soared due to 
higher-than-projected oil revenue, while spending grew by a modest 12.6%. Moreover, the 
budget lays emphasis on education, a critical area sorely in need of improvement. The 
country has a young and fast-growing population, with this segment comprising many 
recent graduates who lack the skills demanded by the marketplace. The government is 
quite aware that education is one of the most important issues required to be addressed 
today. This can be gleaned from the budgets of the Kingdom over the past few years and it 
can also be concluded that the level of education has grown significantly over the years, 
and will continue to grow. The construction of schools, railways, ports and all the other 
infrastructure developments projects need a lot of cement. The economic cities will 
constitute mega-construction projects of many types and are likely to spur allied real estate 
activity in the nearby regions. 
The contribution of the Construction Sector to the GDP increased from SAR 41.7 B in 2000 to 
SAR 65.0 B in 2007. Gross fixed capital formation, too, has recorded a strong increase from 
SAR 123.3 B in 2000 to SAR 286.2 B in 2007, and is expected to grow at a much faster rate in 
the 2008-10 period.  

 

Growing Commercial Prominence 
Saudi Arabia is located at the crossroads of Europe, Africa and Asia, which are three 
different continents, with 136 nations and peopled by more than 3 B people. Saudi Arabia is 
playing catch-up across all aspects of economic development. As per its eighth five-year 
economic development plan, the Saudi government has adopted a comprehensive 
development strategy, supported by appropriate policies and organizations to diversify the 
economy. The Saudi government has commissioned numerous mega projects to accelerate 
the development of its Non-oil Sector. At the heart of the Saudi government's economic 
development plans and initiatives, are the six mega economic cities that are being planned 
and built across the Kingdom. Together with the other upcoming projects such as the 
forthcoming Saudi-Egyptian Causeway, these indicate that Saudi Arabia is gaining 
momentum in attracting international investors’ and businesses. 
 

Recent Policy and Reform Measures announced in the Kingdom  
Over the past few years, the Saudi government has introduced economic reforms that have 
been aimed to encourage more development in the Private Sector. Saudi Arabia joined the 
WTO (World Trade Organization) in 2005, in order to enhance its trading, diversify its 
economy and attract a higher proportion of foreign investment. The government has also 
been spending larger amounts on infrastructure development, job training and education 
in view of the country's heavy dependence on oil. These reforms are quite investor-friendly 
and will definitely attract more and more private investors to invest in Saudi Arabia’s 
various developmental projects; hence, the demand for cement in the country is only 
expected to rise significantly or heavily in the coming years.     
 

Huge Liquidity 
There is a high liquidity in the system, resulting from sustained high budget surpluses 
flowing from the prevailing high oil prices. According to some market surveys, the 
Kingdom’s budget surplus is estimated to grow to SAR 187 B in 2008, from SAR 178.5 B in 
2007, up by nearly 5%. This will put a huge amount of funds at the disposal of the 
government, a sizeable part of which will be invested in building public infrastructure. 
 

Consistent top line and bottom line growth of Yamama over the past years 
Yamama Cement’s performance and balance sheet have been showing great results, with 
the Company witnessing a top line and bottom line growth of 24.77% and 21.67% 
respectively, with the revenue and net profit reaching SAR 1,185.50 MM and SAR 731.42 MM 
respectively at the end of 2007. This rise in its profit is due to an increase in the volume of 
the Company’s sales after the initiation/start of a new production line. The Company’s sales 
figure for the year ended 2003 stood at SAR 399 MM and in 2004 it increased to SAR 436 MM.  
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The Company's net profit reached SAR 541.65 MM in 2004 compared with SAR 389 MM in 
2003, up by SAR 153 MM; these gains resulted from selling the Company’s stake in the Saudi  
Industrial Investment Group. In 2005, the Company’s sales flared up to SAR 791 MM, 
representing a surge of nearly 82%. This increase in its sales was largely due to the 
expansion of its capacities. In February 2004, the Company signed the world's biggest 
cement expansion contract, designed to raise its production capacity from about 9,000 
tons per day to 19,000 tons per day in the next three years. The contract, costing SAR 1,500 
MM, envisaged the building of a totally new production line with a daily capacity of 10,000 
tons. For this project, Yamama signed one of the contracts with Polysius, Germany, (a 
subsidiary of Thyssen Krupp). In 2006, the sales and the net profit scaled up to SAR 950 MM 
and SAR 601 MM respectively, denoting an identical appreciation of 20% for both top line 
and bottom line segments. Chart 15, below, depicts the rise in sales and the net profit of the 
Company in the recent past. The Kingdom’s second largest cement maker by market value, 
Yamama Cement, is going full throttle with its plans, after expanding its plants to cater to 
the growing needs of residential and commercial projects in and around the GCC region.   
 

Chart 15: Consistent Top line and Bottom line Growth of Yamama 
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                                                                     Source: Yamama Cement Co.         
                    

Producing 10,000 MT daily 
The Company is equipped with a production capacity of 10,000 tons of clinker per day. This 
new line of production started in the first quarter of 2007. The Company's overall 
production capacity now is around 20,000 tons per day. This rise in production will 
definitely lead the Company’s sales to greater heights in the coming years. 
 

Second Largest Cement and Clinker manufacturer  
Yamama Cement ranks among the biggest cement producers in the country and one of the 
earliest as well. The Company has grown hand-in-hand with the growth of the Riyadh 
region over the past 30 years. The most recent capacity addition in 2007 doubled the 
Company’s capacity. Today, Yamama has clinker capacity of 6.0 MM tons and cement 
capacity of 6.3 MM tons. 
 

Adopting a Quality Assurance System 
Driven by its commitment towards satisfying customers’ needs and ensuring the 
compatibility of its Quality Assurance System with the internationally well-known 
standards, Yamama wasted no effort to obtain the compatibility certificate for compliance 
with the ISO 9001 standards. It was granted the needed certificate from one of the best-
known registrars all over the world: M/S Quality Management Institute (QMI), a division of 
the Canadian Counsel for Standards. M/S QMI appreciated the improvement efforts 
undertaken and carried out by Yamama in establishing a Quality Control system in the 
Arabic language, something of a rarity in the region. This success only encouraged Yamama 
to start the registration process of its Environmental Management System to obtain the 
needed certificate of compatibility with ISO 14001. 
 
 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
New capacity expansion of the 

Company will definitely lead the 

sales to greater heights in the 

coming years. 

 
 
 
 
Yamama has clinker capacity of 

6.0 MM tons and cement capacity 

of 6.3 MM tons. 

 
 



 
 

 25

 
Strong Presence in the Saudi Cement Sector 
Yamama is privileged to have quarries (especially limestone quarries) that produce raw 
materials of high quality with high purity levels, which are rarely found anywhere in the 
region. This fact makes the cement produced by it, very unique in many respects, especially 
in terms of compressive strength and the low alkalis found in it. Furthermore, all of these 
quarries are within a very short distance from the factory site. The limestone quarry, for 
example, lies within the site of the plant itself. This quarry has a big reserve of pure 
limestone, enough to cover the Company’s needs for decades. 
 

Higher Budgetary Allocation for Educational Developments 
Saudi Arabia’s budget lays emphasis on education, a critical area sorely in need of 
improvement. The country has a young and fast-growing population, with many new 
graduates who lack the skills demanded by the marketplace. The government is quite 
aware that education is one of the most important areas required to be addressed today. 
Even a cursory look at the budgets of the Kingdom over the past few years will indicate that 
the outlay on education has grown over the past few years, and will continue to grow. The 
construction of schools, colleges and all the other infrastructure developmental projects 
needs a lot of cement and this represents a clear and big opportunity for the Company.  
 

Soaring Cement Prices 
The prices of building materials such as cement have risen strongly over the last couple of 
years, driven by the strong economic growth of the Middle East, and particularly of the GCC 
region, and also by the construction boom in the Middle East itself. This has added to the 
inflationary pressures across the region, but especially in the GCC region, which is trying to 
rapidly build the necessary infrastructure to sustain its ambitious economic development 
plans. The rise in the cost of construction materials has exacerbated the problem of the 
shortage of housing, which had already pushed up the housing and rental costs in the GCC. 
Cement prices - both bulk and retail - have ruled at high levels for more than a year now. 
This state of affairs has led the cement companies to launch capacity expansions, with 
work on most of them well underway. The near-doubling of capacities that should be going 
‘on-stream’ in phases by 2008, has been planned in anticipation of a sustained high 
cement demand in the years to come. From the end of 2008 and in the beginning of 2009, 
local cement prices in the Kingdom are expected to stabilize.  

 

 

Decrease in Debt to Equity Ratio 
There has been a consistent fall in the ‘debt to equity ratio’ for the last three years, which is 
a good sign. In 2005, the ‘debt to equity ratio’ stood at 45.03%, while in 2006, it went down 
to 39.26% and in 2007, the ratio reached 24.57%. The lower ‘debt to equity ratio’ shows that 
the Company has a healthy asset base and that its dependence on debts is less.      
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Concerns 
 

 
Competition 
It is known that licensees have been given to six new companies for the production of 
cement, namely; Riyadh Cement Co. in Riyadh Region, Najran Cement Co. in the southern 
part of the Kingdome, Madddinah cement Co. at Murrat, north of Riyadh, Northern Cement 
Co. in Arar Region, north-east of the country, Jouf Cement in Jouf Region in the north, and 
Safwa Cement Co. in Rabig City on the Red Sea Coast. Riyadh, Najran and Maddinah 
Cement Companies have already started production in the first quarter of this year. On the 
other side, many foreign real estate and construction companies from Singapore, Malaysia, 
Indonesia, Japan, South Korea and China have started projects in Saudi Arabia. It is also a 
fact that new foreign cement companies have found their way to the booming Middle East 
construction market. These foreign companies are also exporters of various major 
construction materials such as wood and construction machinery into the Kingdom. With 
the rising construction and real estate activities in the Kingdom and the entry of new local 
and foreign players, there is bound to be an increase in competition among the existing 
cement manufacturers in the long run. 
 

Laws and Regulations 
Although Saudi Arabia’s economy is opening up, certain restrictive measures still prevail in 
the country. For instance, though there has been some liberalization of the ownership 
laws, foreigners are generally, still, not allowed to own freehold property except in certain 
designated areas. As also, companies with 100% foreign ownership usually enjoy less 
preferential treatment from the government and face more regulatory scrutiny and 
requirements. Also, it is true that because of the process of economic liberalization, some 
laws and regulations may continue to change from time to time, and these may vary from 
city to city even within the same country. 
 

High Inflation 
Inflation rate exceeded 10% in April 2008 for the first time since the 1970s.  Inflation in 2007 
was on average at 4.1%, as rents and food  rose at a fast pace and a currency pegged to the 
weak dollar helped drive up the cost of food imports. A 10% jump in rents and a 7% rise in 
food prices drove the average inflation in Saudi Arabia to its highest since 1995. Unable to 
raise interest rates because of the currency peg, Saudi Arabia increased its wages for 
government employees by 5% and provided subsidies to cushion its population against 
inflation.  
 

Climatic Differences 
The Middle East contains the world's hottest deserts, and so the climate there is very hot 
and dry. The manufacturers and traders should also pay attention to these unique 
oppressive climatic conditions and supply building materials that offer good heat and 
drought resistance. In addition, companies, especially those specializing in foundation 
work should note the corrosive effect of salt contained in the underground water in the 
Middle East, which calls for foundation waterproofing to stop water infiltration. 
 

Environmental Issues 
A number of environmental issues, especially carbon dioxide emissions, can also 
potentially affect the global cement industry. 
 

Yamama Stock’s Return compared with the Cement Index 
As regards monthly returns, both the Cement Sector and Yamama Cement registered a 
negative return of 7.64% and 4.85% respectively. The Yamama stock’s price return for the 
last quarter is also on the negative side at -1.67% when compared with the Cement Sector’s 
return, which stands at 1.75%. On a half yearly basis, both the Cement Sector and Yamama 
Cement had a negative return of 15.12% and 24.22% respectively. On a yearly basis, the 
Cement Sector posted a sizable return of 20.17% while Yamama’s return was on the 
negative side, at -0.67%. This denotes that the overall Sector’s performance was very high 
when compared with Yamama Cement. 
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Table 19: Yamama’s Stock Return as compared to the Cement Index 
 

 1 Month 3 Months 6 Months 1 Year 

Cement Index  -7.64% 1.75% -15.12% 20.17% 
Yamama Cement -4.85% -1.67% -24.22% -0.67% 

 

            Source: Tadawul 
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Financial Performance 
 

 
Sound Sales Growth  
Yamama Cement Co. has witnessed a steady rise in sales for the past few years, as new 
projects in the Housing Sector are being undertaken regularly and there are always some 
mega industrial projects taken up by the government for infrastructure development in the 
Kingdom. In 2003, the Company recorded a total sales of SAR 653 MM from SAR 625.88 MM 
in 2002, representing a moderate growth of 15.70%. In February 2004, the Company signed 
the world's biggest cement expansion contract, designed to raise its production capacity 
from about 9,000 tons per day to 19,000 tons per day in the next three years. Following 
these contracts, the Company went in for a major expansion, leading to a strong growth in 
the sales segment. In 2005, the sales figure expanded in a big way, to SAR 791 MM, from 
SAR712 MM in the previous year, denoting a substantial growth of 11%. The demand for 
cement in 2006 was relatively strong and the Kingdom consumed around 24.74 MM tons of 
cement in 2006, compared to 24.40 MM tons in 2005. Yamama, Saudi Arabia's third largest 
cement maker by market value registered a yearly sales expansion of 25%, from SAR 950 
MM in 2006 to SAR 1,186 MM in 2007. The Company’s sales increased, as it sold more 
cement after expanding its plants. Chart 16 provides a clear picture of Yamama’s sales 
growth over the last five years.   
   

Chart 16: Historical Sales Growth 
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                                                Source: Yamama 
 

 
Expenditure 
With expansion programs underway in the Company and with more and more contracts in 
hand, the operating costs of the Company have increased following the same uptrend of 
sales. The cost of production soared 31% to reach SAR 416.72 MM in 2007, as compared to 
SAR 318.56 MM in 2006. Among the operating expenses, the sales and distribution expenses 
increased to SAR 3.22 MM in 2007 from SAR 2.27 MM in the previous year. The general and 
administrative expenses shot up by 4.9%, to SAR 21.19 MM in 2007 from SAR 20.20 MM in 
2006. The depreciation allocation cost decreased by 3.15% to SAR 1.83 MM. The provision of 
end service benefits, which cater to its retired employees, increased to SAR 6.91 MM in 2007 
from SAR 5.18 MM a year ago. Overall, the total expenses incurred by the Company in 2007 
increased 10.95% to reach SAR 40.01 MM from SAR 36.06 MM in the previous year. Chart 17 
shows the total expenses incurred by the Company during the financial years 2006 and 
2007.  
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Chart 17: Expenses Break up of Yamama Cement Co. 
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By looking at the Chart 18, one can clearly see that the Company has taken active measures 
in cutting down its expenses over the last two years, in spite of the major expansion 
projects going on. The ‘expenses to sales ratio’ has deceased considerably to 3.37% in 2007 
from 5.04% in 2005. This indicates the operating efficiency of the Company and its active 
involvement in the ‘cost reduction’ activities.   
 

Chart 18: Decrease in Expenses to Sales Ratio 
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Profitability 
The Company’s gross profit scaled up by 21.72% to SAR 768.78 MM in 2007, from SAR 631.56 
MM in the previous year. At the same time, the operating profit also enhanced by 22.4% to 
reach SAR 728.77 MM in 2007 when compared to SAR 595.50 MM in 2006. However, the 
operating profit margin and the net profit margin for the year 2007 decreased slightly to 
61.47% and 61.70% from 62.68% and 63.27% respectively in 2006. Yamama recorded a 
yearly net profit of SAR 731.43 MM in 2007 as compared to SAR 601.16 MM in 2006, 
representing a handsome growth of 21.67%. The rise in its net profit was mainly due to the 
unprecedented consumption in the building industry, which has stretched the cement 
production capacities to new heights, leading the Company to enjoy superior margins and 
at the same time increasing the cement prices.  
 

Chart 19: Profitability Analysis of Yamama Cement 
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Earnings per Share 
As shown in Chart 20, it is clear that the Company recorded an EPS of SAR 8.63  for the year 
ended 2003. In 2004, the Company booked or bagged various contracts and expanded its 
production capacities from 9,000 tons per day to 19,000 tons per day. As a result, the EPS 
for 2004 jumped to SAR 12.05. In 2006, the Company tripled its capital from SAR 450 MM to 
SAR 1.35 B, thereby increasing the number of shares from 9 MM to 27 MM. Two bonus 
shares were offered for each share held without any issue premium or cuts from future 
earnings. Hence, the EPS for 2006 dropped to SAR 4.45 with the improved performance of 
the Company’s operational activities and a substantial improvement in the demand for 
cement and its price, the Company’s EPS for 2007 rose to SAR 5.42. 
 

Chart 20: EPS Performance of Yamama Cement 
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Profitability Ratios 
Chart 21 depicts the returns on both assets and equity over the last three years. The ROA 
ratio of Yamama cement is on a steady rise and reached 20.29% in 2007 compared with 
19.22% in the previous year. This shows the sound profitability of the Company and its 
efficiency in using its assets appropriately to generate healthy earnings. The ROE ratio 
incurred a moderate retreat and stood at 30.92% in 2007, compared with 31.01% in 2006, 
the dilution caused by a 22% increase in shareholder equity.  
 

Chart 21: ROA and ROE Performance of Yamama Cement 
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Assets and Liabilities Movement 
On the assets front, the total current assets surged 32.21% to SAR 712.32 MM in 2007 from 
SAR 538.77 MM in the previous year. The increase in the current assets was mainly due to an 
increase in the inventory and the available cash balances which rose by 59.53% and 69.73% 
respectively, compared with that of the last year. In the non-current assets area, the total 
fixed assets jumped from SAR 823.96 MM in 2006 to SAR 2,469.2 MM in 2007, thereby 
increasing the total non-current assets by 11.70% to SAR 2,891 MM. Hence, the total assets 
in 2007 reached SAR 3,604.32 MM from SAR 3,127.86 MM in 2006, representing an overall 
growth of 15.23% in the current year. The bills payable soared to SAR 117.65 MM in 2007 from 
SAR 35.23 MM in 2006. The long-term loans have decreased from SAR 701.25 MM in 2006 to 
SAR 462.25 MM in 2007. The total liabilities (without equity) including current and non-
current, increased to SAR 1,238.94 MM from SAR 1,189.10 MM in the previous year.  
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Valuation 
 

We initiate the coverage of Yamama Cement with a BUY recommendation. Yamama 
Cement has started its new production line with a production capacity of more than 10,000 
metric tons per day in 2007. Based on a weighted average target price, by using the 3 
valuations models viz. Discounted Cash Flow Model with Free Cash Flow to Firm Approach 
and Free Cash Flow to Equity Approach and Relative Valuation Model, we have arrived at a 
one year target price for Yamama Cement, of SAR 100.25 per share. This reflects a 36.73% 
upside potential with the current market price of SAR 73.50. The purpose of this valuation 
exercise is to arrive at a fair value per share, through the use of fundamental analysis, 
which should prevail for Yamama Cement in the next 12 months. 
 

(A) Discounted Cash Flow Model  
 

We have used the Discounted Cash Flow (DCF) model – “Free Cash Flow to Firm” and “Free 
Cash Flow to Equity”, as our primary methods to determine a one year target price of SAR 
108.27 and SAR 84.21 respectively. Our target prices are 47.30% and 14.57% higher than the 
current price which is SAR 73.50. Our valuation approach is based on forecasted financial 
results through 2012. 
 

New Production Line will help the Company to boost its sales to a new high 
During 2007, the clinker production of the Company surged 51% to reach 4.27 MM tons per 
year as compared to 2.84 MM tons per year in 2006. Moreover, the cement production of 
the Company reached 4.65 MM tons per year in 2007, from 3.85 MM tons per year in 2006. 
This was because the Company is equipped with a production capacity of 10,000 tons of 
clinker per day. At present, Yamama Cement has a clinker capacity of 6 MM tons and a 
cement capacity of 6.3 MM tons. Going forward, the expanded capacity should give the 
Company greater economies of scale, thereby, maintaining its margins. We believe that the 
rise in the Company’s production will definitely lead its sales and profits towards greater 
heights in the coming years.  
 

Full Capacity Utilization will help the Company to set a new record 
As the Company has expanded its production capacity in 2007, we expect that the Company 
is likely to fully obtain the benefits of its expanded capacity from 2008 onwards. According 
to the Company’s officials, Yamama Cement will operate at a full capacity in the coming 
years. Therefore, the utilization rate would be increased from the current 74% to almost 
100% in the coming years. Due to the rising demand of cement across the Kingdom and the 
GCC states, we expect that the Company has a good opportunity to grow at a full capacity. 
The increased utilization rate is expected to improve earnings in FY08, and also in the 
coming years, despite the expected stable local cement prices in the future. 
 

Prices Expected to remain Stable 
Due to the robust cement demand across Saudi Arabia, cement prices in the Kingdom were 
recorded in a range of SAR 230/tons to SAR 260/tons in 2007. In order to meet the expected 
demand, the government has removed import duties on cement, which were as high as 
20% in 2005. The ministry also announced in December 2007 that the government has 
agreed to extend the exemption from local tariffs, on imported cement for 2 more years. It 
should be noted that the local cement producers are increasing their production capacities  
to meet the rising cement demand. Industry expects that most of the capacity expansion 
will be operational in 2008 and 2009. Therefore, local cement prices are expected to slightly 
go up in 2008 and 2009 and then, the new supplies will push the cement prices down. We 
believe that the local producers have to look at export markets to increase their 
profitability in the coming years. On a conservative basis, we assume that the cement 
prices will remain stable in the local market, while the cement prices in the export market 
will slowly increase in the coming years.  
 

Healthy Growth in the Top line from FY08E to FY12E 
Considering the expected cement production and utilization rate, we forecast the revenues 
of Yamama Cement to grow at a CAGR of 12.2% between 2007 and 2012. In 2008, we expect 
that the Company will post revenues of SAR 1,686 MM, achieving a marvelous growth of   
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as compared to SAR 1,186 MM, which was recorded in 2007. This means a phenomenal 
growth, after its recent expansion in 2007.  
 

Chart 22: Expected Revenue from 2008 to 2012 
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Net Profit of the Company is forecasted to accelerate at a CAGR of 12.5% from 2007 to 2012 
We expect that Yamama will post a net profit of SAR 1,054 MM in FY08E from SAR 731.43 MM 
in FY07. We forecast that its bottom line will grow at a CAGR of 12.5% from 2007 to 2012E. 
The recent capacity expansion of the Company will be the main growth driver for the rising 
net profits. We forecast that the net profit margin of the Company will be maintained at 
around a range of 61.5% to 62.8% in the forecasted period.  
  

Chart 23: Expected Net Profit and Margins 
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Our DCF Valuation Methodology is explained below 
 

I. For the purpose of the DCF valuation, we have considered the production capacity, 
capacity utilization rate and the expected average local cement price and export 
cement price till 2012, to forecast the Company’s sales revenues for computing its cash 
flow. 

II. We have applied a WACC of 12.66%, which is arrived at, as explained below: 
 

Cost of Equity 
 For the risk-free rate, we have used the current coupon rate on the 10-year US 

government bonds as the risk free rate – 3.73%. 
 For the market premium, we have used the US equity market premium and the Saudi 

country premium. Further, we have assumed: US Equity Market Premium – 5.84%; 
Saudi Arabia Country Premium – 1.05% and total market premium – 6.89%.  

 We have used the emerging market’s Beta of 1.55. 
 The cost of equity is arrived at, as per CAPM, and is taken as 14.39%, while the 

Weighted Average Cost of Capital (WACC) is arrived at as 12.66%. We have used the 
WACC as the discounting rate in the ‘free cash flow to firm approach’ and cost of equity 
in the ‘free cash flow to equity approach’. 

 

III. We have estimated Yamama’s free cash flow for the next 5 years and assumed a 
perpetual growth rate of 5%, thereafter, which is in line with the long-term GDP growth 
of Saudi Arabia. 
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(A.1) Free Cash Flow to Firm Approach – Fair Value SAR 108.27 
We have arrived at a one-year target price of SAR 108.27 for Yamama’s share after using the 
‘free cash flow to firm’ approach. Our target price is 47.30% higher than the current market 
price of SAR 73.5. We believe that the Company’s new capacity expansion will accelerate 
the top line and the bottom line growth in the future. As a result, we anticipate the ‘free 
cash flow to firm’ will increase by a CAGR of 11% by the end of FY2012E from FY08E. 
 

Table 20: Free Cash Flow to Firm (FCF) 
                                                                                                                                                                                                          All figures in SAR ’MM 

 
 

2008E 2009E 2010E 2011E 2012E 

NOPLAT 1,121.77 1,161.81 1,227.61 1,303.36 1,384.73 
(+) Depreciation 2.57 2.66 2.75 2.85 2.99 
(+) After Tax Interest on Long 
Term Debt 

0.00 0.00 0.00 0.00 0.00 

(-) Increase In Networking Capital -60.66 -35.72 -31.81 18.23 214.53 
(-) Increase in the Fixed Assets -101.15 -89.06 -94.13 -99.51 -136.80 
Free Cash Flow to Firm 962.52 1,039.68 1,104.42 1,224.93 1,465.45 
WACC 12.66% 12.66% 12.66% 12.66% 12.66% 

 

The results of the sensitivity analysis on two important inputs for our DCF valuation model, 
which are the WACC and the perpetual growth rate, used in computing the terminal value, 
are given below: 
 

Table 21: Sensitivity Analysis of the Fair Value of Stock Performance – FCF 
 

Sensitivity Analysis of the Fair Value of stock performance 

Perpetual growth rate 
Discount Factor 

4.00% 4.50% 5.00% 5.50% 6.00% 
11.50% 114.58 121.27 128.99 137.99 148.63 

12.00% 106.90 112.65 119.22 126.80 135.65 

12.66% 98.11 102.88 108.27 114.41 121.47 

13.00% 94.13 98.48 103.37 108.92 115.26 

13.50% 88.75 92.58 96.85 101.66 107.11 
 
 

Our results suggest that under the worst case scenario, with the lowest terminal value 
multiple and the highest weighted average cost of capital, the fair value of Yamama’s stock 
is estimated to be SAR 88.75. Under the best case scenario, with the highest terminal value 
and the lowest weighted average cost of capital, the fair value of Yamama’s stock is 
estimated to be SAR 148.63. 
 

(A.2) Free Cash Flow to Equity Approach – Fair Value SAR 84.21 
 

We have also calculated the fair value per share based on the ‘free cash flow to equity’ 
approach. We have arrived at a one-year target price of SAR 84.21, reflecting a value around 
14.57% higher than the current price of SAR 73.50. The below table shows the ‘free cash flow 
to equity holders’.   
 

Table 22: Free Cash Flow to Equity Holders 
                                                                                                                                                                                                          All figures in SAR ’MM 

 2008E 2009E 2010E 2011E 2012E 

Free Cash Flow to Firm 962.52 1,039.68 1,104.42 1,224.93 1,465.45 

Issuance of debt -119 -119 -119 -119 -79 

Excess Debt 0 0 0 0 0 

Free Cash Flow to Equity 
Holders 

844 921 985 1,106 1,386 

Cost of Equity 14.39% 14.39% 14.39% 14.39% 14.39% 
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The results of the sensitivity analysis on two important inputs for our DCF valuation model, 
which are the cost of equity and the perpetual growth rate, used in computing the terminal 
value, are given below: 
 

Table 23: Sensitivity Analysis of the Fair Value of Stock Performance – FCFE 
 
 

Sensitivity Analysis of the Fair Value of stock performance 

Perpetual growth rate 
Discount Factor 

4.00% 4.50% 5.00% 5.50% 6.00% 

13.50% 85.87 89.49 93.53 98.08 103.24 

14.00% 81.31 84.51 88.07 92.04 96.51 

14.39% 78.06 80.98 84.21 87.80 91.82 

15.00% 73.45 76.00 78.79 81.88 85.32 

15.50% 70.04 72.33 74.82 77.57 80.61 
 
 

Our results suggest that under the worst case scenario, with the lowest terminal value 
multiple and the highest cost of equity, the fair value of Yamama’s shares is estimated to be 
SAR 70.04. Under the best case scenario, with the highest terminal value and the lowest 
cost of equity, the fair value of Yamama’s shares is estimated to be SAR 103.24. 
 

(B) Relative Valuation – Fair Value SAR 105.27 
 

For a better valuation of Yamama’s stock, we have also used two different price multiples 
for doing relative valuation, viz. P/E multiple and P/B multiple. We have used forward P/E 
and P/B multiples for the relative valuation. Based on a one year comparable forward P/E 
and P/B, we have arrived at a fair value of SAR 105.27, which offers an upside potential of 
43.22% from the current market price of SAR 73.50. The valuation is based on the 2008 
estimated results. On a conservative basis, we have given a 30% weightage to the relative 
valuation in arriving at the one year target price. For our relative valuation, we have 
included 8 cement producers that operate in the Kingdom, as the peer group. 
 

Table 24: Key Statistics of Saudi Cement Companies 
 

Company 
M. Cap 
(SAR ‘MM) 

P/E (Times) P/B (Times) 

Arabian Cement 6,400.00 16.32 3.48 

Yamama Cement  10,462.50 13.85 4.13 

Saudi Cement 12,495.00 18.20 4.56 

Qassim Cement 7,661.25 12.55 5.1 

Southern Cement  11,585.00 16.46 4.94 

Yanbu Cement 8,636.25 13.07 3.72 

Eastern Province Cement 7,396.00 13.66 3.50 

Tabuk Cement 3,532.50 16.53 3.27 

Average P/E and P/B 15.08 4.09 
 

                                                                 Source: Tadawul 
 

Currently, the stock is trading at a P/E of 13.85x TTM EPS of 5.60, which is lower than most of 
its Sector’s peers. From the P/B point of view, the stock is trading slightly above the Sector’s 
average of 4.09. The higher P/B ratio indicates that the Company is growing faster than 
average, and that it will continue to grow at an even faster pace. On a very conservative 
basis, we forecast a 1-year P/E multiple of 15.10 and a 1-year P/B multiple of 4.50. 
Considering the strong fundamental performance, increased production capacity and the  
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strong growth in the cement demand across the MENA region, we believe that the 
Company will achieve these multiples by any standards. We believe that the Company has  
a good opportunity to grow in the future. We have assigned 50% weightage each, to both 
the multiples. With these forward price multiples, we have arrived at a 12-month target 
price of SAR 105.27. The target price is based on our estimates of FY08’s EPS and Book Value 
per share. Our target price offers a price appreciation of nearly 43.22%. 
 
 

The results of the sensitivity analysis on two important inputs for our relative valuation 
model, which are the expected P/E and expected P/B, are given below: 
 

Table 25: Sensitivity Analysis of the Fair Value of Stock Performance – Relative Valuation 
 

Sensitivity Analysis of the Fair Value of stock performance 

Expected P/E 
Expected P/B 

14.00 14.50 15.10 15.50 16.00 

3.50 87.50 92.63 94.98 96.54 98.49 

4.00 95.83 97.78 100.12 101.68 103.64 

4.50 100.97 102.92 105.27 106.83 108.78 

5.00 106.12 108.07 110.41 111.97 113.93 

5.50 111.26 113.22 115.56 117.12 119.07 
 

Our results suggest that under the worst case scenario, with the lowest expected P/E and 
and P/B multiples, the fair value of Yamama’s shares is estimated to be SAR 87.50. Under 
the best case scenario, with the highest expected P/E and P/B multiples, the fair value of 
Yamama’s shares is estimated to be SAR 119.07. 
 

Valuation Recommendation  
 

Based on the 3 valuation parameters and after using a weighted average, we arrive at a 
one-year target price of SAR 100.25. We forecast Yamama as a fairly undervalued stock at 
current levels, considering the sustainable future profit growth expectation. A BUY is 
recommended. 
 

Table 26: Yamama’s Target Price as per Different Valuation Models 
 

Valuation Model 
Price per share 
(SAR) 

Weights 
Weighted 
Target Price 
(SAR) 

Free Cash Flow to Firm 108.27 40% 43.31 

Free Cash Flow to Equity 84.21 30% 25.26 

Relative Valuation 105.27 30% 31.58 

One Year Target Price  100.25 
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Financial Statements 
 

Table 27: Projected Balance Sheet 
                                                                                                                                                                                                       (All figures in SAR' MM) 

Particulars 2007 2008E 2009E 2010E 2011E 2012E 
Assets             

Current Assets             
Cash in fund & Bank 
balance 

440.78 505.76 570.01 640.09 656.78 526.16 

Excess cash  99.32 194.87 275.86 374.96 645.63 

Trade receivables 223.51 337.18 356.26 376.52 398.05 420.93 

Inventory 47.11 84.29 89.06 94.13 99.51 105.23 

Prepaid expenses  0.93 1.69 1.78 1.88 1.99 2.10 

Total current Assets 712.33 1,028.23 1,211.99 1,388.48 1,531.29 1,700.06 

Total non-current Assets       

Investment 336.38 387.75 427.51 470.65 537.37 631.39 

Capital work in progress  28.30 0.00 0.00 0.00 0.00 0.00 

Fixed Assets 2,470.00 2,571.15 2,660.22 2,754.35 2,853.86 2,990.66 

Cost of deferred revenue 57.31 84.29 89.06 94.13 99.51 105.23 

Total non-current assets 2,892.00 3,043.20 3,176.79 3,319.13 3,490.74 3,727.29 

Total Assets 3,604.32 4,071.44 4,388.78 4,707.61 5,022.03 5,427.35 
Liabilities & shareholder’s 
right 

      

Current Liabilities       

Long term loan Installment 119.00 119.00 119.00 119.00 119.00 79.00 

Account payables 117.65 163.91 142.11 130.32 116.10 181.53 

Accrued Expenses 0.38 0.51 0.53 0.56 0.60 0.63 

Other current liabilities 35.69 50.58 53.44 56.48 59.71 73.66 

Dividend payable 405.00 472.50 540.00 607.50 675.00 742.50 

Due to shareholders 28.68 42.15 44.53 47.07 49.76 52.62 

Provision for fixed zakat 24.02 37.84 39.37 41.78 44.52 47.41 

Total current  liabilities 730.42 886.48 938.98 1,002.70 1,064.68 1,177.34 

Non-current  liabilities       

Long term loan  462.25 343.25 224.25 105.25 -13.75 -92.75 
Fixed End of Service 
Termination 

46.27 63.25 65.81 69.83 74.42 79.24 

Total non-current  
liabilities 

508.52 406.50 290.06 175.08 60.67 -13.51 

Total liabilities 1,238.94 1,292.98 1,229.04 1,177.78 1,125.35 1,163.83 

Shareholder’s right       

Capital 1,350.00 1,350.00 1,350.00 1,350.00 1,350.00 1,350.00 

Reserve and surplus 1,015.38 1,428.45 1,809.74 2,179.83 2,546.68 2,913.52 

Total shareholder’s rights 2,365.38 2,778.45 3,159.74 3,529.83 3,896.68 4,263.52 
Total liabilities  & 
shareholder’s rights 

3,604.32 4,071.44 4,388.78 4,707.61 5,022.03 5,427.35 
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Table 28: Projected Income Statement 

                                                                                                                                                                                                       (All figures in SAR' MM) 

Particulars 2007 2008E 2009E 2010E 2011E 2012E 

Sales 1,185.50 1,685.88 1,781.29 1,882.60 1,990.24 2,104.65 

Cost of sales -416.72 -590.06 -639.48 -670.21 -696.58 -726.10 

Gross Profit 768.78 1,095.82 1,141.81 1,212.40 1,293.66 1,378.54 

Expenses       

Sales & distributors 
expenses 

-3.22 -5.06 -5.34 -5.65 -5.97 -6.31 

General & Administrative 
expenses 

-21.19 -25.29 -28.86 -32.00 -36.82 -42.09 

Depreciation -1.83 -2.57 -2.66 -2.75 -2.85 -2.99 

Amortization cost of 
deferred Revenue 

-6.87 -10.12 -10.69 -11.30 -11.94 -12.63 

Provision of end service 
benefits 

-6.91 -10.12 -10.69 -11.30 -11.94 -12.63 

Total expenses -40.01 -43.03 -47.55 -51.70 -57.59 -64.03 

Operating Profit 728.77 1,052.79 1,094.26 1,160.69 1,236.07 1,314.52 

Investment Revenue 10.92 11.63 12.83 14.12 16.12 18.94 

Other income 11.74 16.86 17.81 18.83 19.90 21.05 

Net Profit before the Zakat 751.43 1,081.28 1,124.89 1,193.64 1,272.10 1,354.51 

Fixed zakat -20.00 -27.03 -28.12 -29.84 -31.80 -33.86 

Net Profit of the period 731.43 1,054.25 1,096.77 1,163.80 1,240.29 1,320.64 

Earning per share (SAR) 5.42 7.81 8.12 8.62 9.19 9.78 
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Abbreviation 
 

B Billion 
CAGR Compounded Annual Growth Rate 
CAPM Capital Asset Pricing Method 
DCF Model Discounted Cash Flow Model 
EPS Earning Per Share 
FCFE Free Cash Flow to Equity 
FCFF Free Cash Flow to Firm   
FY Financial Year 
GCC Gulf Cooperation Council 
GDP Gross Domestic Product 
KAEC King Abdullah Economic City 
KSA Kingdom of Saudi Arabia 
MBPD million barrels per day 
MENA  Middle East and North Africa 
MEPA Meteorology and Environmental Protection Administration 
MM Million 
OECD Organization for Economic Co-operation and Development 
OPC Ordinary Portland Cement 
P/B (ratio) Price to Book Value (ratio) 
P/E (ratio) Price to Earnings (ratio) 
QMI Quality Management Institute 
SABIC  Saudi Basic Industries Corp. 
SAMA Saudi Arabian Monetary Agency 
SAR Saudi Arabian Riyals  
SRC Sulfate Resistant Cement 
TTM Trailing Twelve Months 
WACC Weighted Average Cost of Capital 
WTO World Trade Organization 
Y-o-Y Year-on-Year 
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Glossary 

Amortization -- The paying off of debt in regular installments over a period of time. Or, the deduction of capital 
expenses over a specific period of time (usually over the asset's life).  
 

Bottom line – Net income of a company; termed as bottom line, it is typically found on the last line of a 
company's income statement. 
 

Cement Grinding Unit – Cement production unit. 
 

Clinker -- The solid material produced at the cement kiln stage, which has sintered into lumps or nodules, 
typically of diameter 3-25 mm. 
 

Depreciation -- A no-cash expense that reduces the value of an asset as a result of wear and tear, age, or 
obsolescence. 
 

Discounted Cash Flow Model (DCF) - A valuation method used to estimate the attractiveness of an investment 
opportunity. 
 

Free cash flow -- A measure of financial performance calculated as operating cash flow minus capital 
expenditures. 
 

Oil wells cement – A type of cement with special properties, used for grouting/cementing oil wells. 
 

P/B ratio -- Is a financial ratio used to compare a company's book value to its current market price. 
 

P/E ratio -- A valuation ratio of a company's current share price compared to its per-share earnings. 
 

Reinsurance services – Services provided by an insurance company to another insurance company. 
 

Religious tourism – Travel with focus on religious activities during the travel undertaken 
 

Saudi economic cities – Massive plans undertaken under Saudi government patronage to build economic cities 
in the country with emphasis on large-scale benefits accruing thereof.  
 

Top line – A reference to the gross sales or revenues of a company.  
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