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Rating Summary

Expect a year-on-year flat fourth quarter

) . Target )

Company Rating Price Price Upside

Arabian Hold 52.4 63.0 20%

City and Jouf could stand out in a y/y flat 4Q15; sector outlook remains cautious Najran Hold 15.4 19.0 24%
KSA cement companies should start reporting 4Q15 earnings in the coming days. For the 13 | Saudi Hold 69.0 82.0 19%
companies under our coverage, we expect a year-on-year flat 4Q15 earnings performance = Yanbu UIR 458 UR Na
(SARL.5bn, flat y/y) despite higher volumes (14.7mn tons, +8% yly) primarily due to softer pricing =~ Yamama Hold 34.0 410 2%
(-5% yly). However, at the company level, earnings are likely to be a mixed bag with City (+34% = Qassim UIR 73 UR Na
yly) and Jouf (+29%) likely to stand out primarily due to strong volume growth. At 11.1x 2015 = Hall Hold 143 19.0 33%
P/E, KSA cement sector is trading at a discount to GCC/MEA (12.1x) and EM peers (13.8x) =~ Southermn Hold 753 86.0 14%
0,

coupled with sector average (ex. Jouf) 2015E dividend yield of 6.5%. While near term valuation = E3ste™ Hold 341 400 17%
0,

multiple and dividend yield looks optically attractive, going into 2016, our key concemns for the =~ Northem HO:Z 151 ;7'2 ;2/"
. . . . o i H 15.1 1. %
sector include continued pricing pressure and stock buildup from capacity increases and volume City © >
) ) . . . . Tabuk Sell 15.4 135  -12%

growth slowdown which lead to our cautious view on the sector. In this preview note, while we

Jouf Hold 108 15.0 40%

maintain Sell rating on Tabuk (with a revised TP of SAR13.5/share), place Qassim/Yanbu “Under
Review” and maintain Hold rating on the remaining stocks, in an unfavourable operating
environment, we believe downside bias to 2016 earnings estimates (both ours and consensus —
new estimates will be incorporated after 4Q15 results) exists for most names under our coverage.

Prices as of Dec 21, 2015, UR = Under Review

Valuation Summary 2015E

CERIPER PIE EV/ Dividend
. . . . SuRany ® EBITDA(x)  vield (%)
Volume growth remains strong with 8% y/y in 4Q15 and in full year 2015 i
Arabian 9.1 6.4 7.6%
We expect 4Q15 to have been characterized by strong y/y deliveries as volume growth continues i " e y—
. . . (]
to remain strong. At the sector level, for the 13 listed companies, we expect a combined volume = o . 104 85 7 2%
of 14.7mn tons implying 8% y/y growth. Even on a full year 2015 basis, we expect volume growth | . 8.7 5.4 7.3%
to have remained strong with 8% yly increase as many projects that were started earlier are on | y,0, N Nm N
the latter half of the project cycle. However, volume trend seems to be mixed across companies. | gguthern 106 94 6.0%
In terms of 2015 yly growth, while City (+41%), Northern (+33%) and Jouf (+26%) could stand | yamama 108 6.1 8.2%
out, peers such as Saudi (-8% yly), Arabian (-5%) and Tabuk (-11%) could witness a y/y decline | qassim Nm Nm Nm
in volumes. Hail 13.8 8.1 6.8%
. . - Northern 12.0 9.3 6.2%
Expect a modest 4Q15 with no y/y earnings growth due to pricing pressure City 6 - 6,69
. . . (]
Despite strong yly cement volumes, we expect a modest quarter in terms of earnings
rfp 9_ yy'I due to prici : 5% yl/ C:j line i lized pri ” Tabuk 16 12 9%
performance primarily due to pricing pressure (on average 5% yly decline in realized price) as we Jouf 14 117 0.0%

expect smaller players to have continued to undercut prices in 4Q15 to increase volumes. At the
sector level, for the 13 companies, we expect a combined 4Q15 net profit of SAR1.5bn (+0% yly,
+36% g/q — not comparable due to seasonality). However, at the company level, earnings
performance is likely to be a mixed bag with City (+34% y/y) and Jouf (+32%) likely to stand out =/
primarily due to strong volumes that managed to offset pricing pressure. 100

™
Cement stocks underperformed Tadawul in 4Q15 (Cement -10% vs. Tadawul -6%) " W
After an underperformance in 9M15, cement stocks again underperformed the broader Tadawul 70 VW"\‘\
index in 4Q15. While Tadawul Cement declined 10% in 4Q15, Tadawul index declined 6%. Ytd 60 %\J\,
performance divergence was even starker with cement down 30% vs. Tasi -17%. In our
coverage universe, while all stocks declined, albeit with varying magnitude, we highlight that s O N D JF MAMI J AS ON
fringe players with no locational advantage such as Tabuk (-26%), Najran (-16%), Hail (-15%) — TAS! Cement sl

underperformed the sector index while high dividend payers such as Saudi (-4%), Arabian (-7%)
and Qassim (-8%) outperformed.

Sources: Saudi Fransi Capital

Source: Bloomberg

Dipanjan Ray, CFA

Cement sector trading at 2015E P/E of 11.1x with dividend yield of 6.5% dipanjanray@fransicapital.com.sa

KSA cement sector is trading at a discount to GCC/MEA and EM peers (KSA 2015E P/E 11.1x, +966 11 282 6861
GCC/MEA 12.1x and EM 13.8x). 2015E sector average dividend yield (ex-Jouf) stands at 6.5%.

According to our estimates, while Arabian, Saudi, Eastern, Yamama could offer 7+% dividend AbdulAziz Jawdat
yields; Jouf is unlikely to pay any dividend. While near term valuation multiple and dividend yield ajawdat@fransicapital.com.sa

looks optically attractive, going into 2016, our key concerns for the sector include continued +966 11 282 6856

pricing pressure and stock buildup from capacity increases and volume growth slowdown which
lead to our mid-term cautious view on the sector.
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Expect a year-on-year flat 4Q15

Cement sector underperformed Tadawul in 4Q15 and 2015

I Fig. 1: KSA cement sector’s stock price performance in 4Q15 and 2015
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Sources: Bloomberg, Saudi Fransi Capital Sources: Bloomberg, Saudi Fransi Capital

Ytd strong volume growth has not resulted in earnings growth due to
pricing pressure while clinker inventory build-up continues

I Fig. 2: KSA cement sector’s y/y growth on key metrics

4Q15E - KSA cement sector’s earnings growth 2015E - KSA cement sector’s y/y growth in volumes,
and volume growth (% g/q, % yly) revenues, EBITDA and net profit
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I Fig. 3: KSA cement sector’s realized price and clinker inventory buildup
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I Fig. 4: 4Q15E KSA cement sector earnings growth and volume growth (% qg/q, % y/y) by company
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4Q15 earnings growth by company (% q/q, % yly)
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4Q15 volume growth by company (% g/q, % yly)
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Sources: Saudi Fransi Capital, Yamama Cement

I Fig. 5: Quarterly earnings and volumes (% y/y change)

Quarterly earnings trend (% y/y change)
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Coverage Universe 4Q15E 3Q15 % QoQ 4Q14 % YoY
KSA Volume (‘000 tons) 14,693 11,684 26% 13,634 8%
Revenues (SAR mn) 3,606 2,934 23% 3,576 1%
EBITDA (SAR mn) 1,998 1,663 20% 1,987 1%
EBITDA margin 55% 57% 56%

EBIT (SAR mn) 1,549 1,220 27% 1,570 -1%
Net Income (SAR mn) 1,501 1,100 36% 1,495 0%
Yamama 4Q15E 3Q15 % QoQ 4Q14 % YoY
KSA Volume (‘000 tons) 1,502 1,263 19% 1,307 15%
Revenues (SAR mn) 330 280 18% 318 4%
EBITDA (SAR mn) 216 201 7% 216 0%
EBITDA margin 65% 72% 68%

EBIT (SAR mn) 168 150 12% 171 -2%
Net Income (SAR mn) 175 96 84% 152 16%
Restated Net Income 175 96 84% 173 1%
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Yanbu 4Q15E 3Q15 % QoQ 4Q14 % YoY
KSA Volume (‘000 tons) 1,807 1,355 33% 1,566 15%
Revenues (SAR mn) 405 311 30% 378 %
EBITDA (SAR mn) 264 203 30% 253 4%
EBITDA margin 65% 65% 67%

EBIT (SAR mn) 210 151 39% 199 6%
Net Income (SAR mn) 202 145 40% 193 5%
Qassim 4Q15E 3Q15 % QoQ 4Q14 % YoY
KSA Volume (‘000 tons) 1,075 914 18% 1,015 6%
Revenues (SAR mn) 245 210 16% 253 -3%
EBITDA (SAR mn) 162 140 16% 160 2%
EBITDA margin 66% 66% 63%

EBIT (SAR mn) 142 120 18% 141 1%
Net Income (SAR mn) 140 115 22% 134 5%
Saudi 4Q15E 3Q15 % QoQ 4Q14 % YoY
KSA Volume (‘000 tons) 1,908 1,571 21% 2,078 -8%
Revenues (SAR mn) 479 398 20% 526 -9%
EBITDA (SAR mn) 311 265 18% 340 -9%
EBITDA margin 65% 66% 65%

EBIT (SAR mn) 256 210 22% 287 -11%
Net Income (SAR mn) 247 208 19% 268 -8%
Southern 4Q15E 3Q15 % QoQ 4Q14 % YoY
KSA Volume (‘000 tons) 2,193 1,732 27% 2,023 8%
Revenues (SAR mn) 526 419 26% 489 8%
EBITDA (SAR mn) 309 247 25% 293 5%
EBITDA margin 59% 59% 60%

EBIT (SAR mn) 262 205 28% 252 4%
Net Income (SAR mn) 259 202 28% 245 6%
Arabian 4Q15E 3Q15 % QoQ 4Q14 % YoY
KSA Volume (‘000 tons) 1,352 1,025 32% 1,428 -5%
Revenues (SAR mn) 397 328 21% 430 -8%
EBITDA (SAR mn) 178 139 28% 196 -9%
EBITDA margin 45% 42% 46%

EBIT (SAR mn) 136 97 41% 153 -11%
Net Income (SAR mn) 128 89 43% 145 -12%
City 4Q15E 3Q15 % QoQ 4Q14 % YoY
KSA Volume (‘000 tons) 728 540 35% 517 41%
Revenues (SAR mn) 149 114 31% 115 30%
EBITDA (SAR mn) 95 76 24% 66 43%
EBITDA margin 63% 67% 58%

EBIT (SAR mn) 67 50 33% 49 37%
Net Income (SAR mn) 63 47 33% 47 34%
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Eastern 4Q15E 3Q15 % QoQ 4Q14 % YoY
KSA Volume (‘000 tons) 808 612 32% 787 3%
Revenues (SAR mn) 252 192 31% 220 15%
EBITDA (SAR mn) 126 99 27% 115 10%
EBITDA margin 50% 52% 52%

EBIT (SAR mn) 94 67 40% 78 20%
Net Income (SAR mn) 93 67 39% 79 17%
Hail 4Q15E 3Q15 % QoQ 4Q14 % YoY
KSA Volume (‘000 tons) 439 386 14% 414 6%
Revenues (SAR mn) 86 78 10% 92 -7%
EBITDA (SAR mn) 35 46 -24% 57 -38%
EBITDA margin 41% 59% 62%

EBIT (SAR mn) 19 30 -36% 45 -57%
Net Income (SAR mn) 18 18 1% 41 -56%
Jouf 4Q15E 3Q15 % QoQ 4Q14 % YoY
KSA Volume (‘000 tons) 466 362 29% 369 26%
Revenues (SAR mn) 89 70 26% 73 21%
EBITDA (SAR mn) 49 41 20% 37 34%
EBITDA margin 56% 58% 51%

EBIT (SAR mn) 30 22 37% 23 35%
Net Income (SAR mn) 27 19 48% 21 32%
Najran 4Q15E 3Q15 % QoQ 4Q14 % YoY
KSA Volume (‘000 tons) 1,125 872 29% 1,039 8%
Revenues (SAR mn) 274 212 30% 291 -6%
EBITDA (SAR mn) 107 7 39% 107 0%
EBITDA margin 10% 9% 10%

EBIT (SAR mn) 74 46 62% 74 -1%
Net Income (SAR mn) 63 32 96% 64 -2%
Northern 4Q15E 3Q15 % QoQ 4Q14 % YoY
KSA Volume (‘000 tons) 969 829 17% 731 33%
Revenues (SAR mn) 307 275 12% 313 -2%
EBITDA (SAR mn) 105 99 7% 101 4%
EBITDA margin 34% 36% 32%

EBIT (SAR mn) 70 63 10% 69 2%
Net Income (SAR mn) 59 53 11% 25 134%
Restated Net Income 59 53 11% 56 6%
Tabuk 4Q15E 3Q15 % QoQ 4Q14 % YoY
KSA Volume (‘000 tons) 321 223 44% 360 -11%
Revenues (SAR mn) 67 a7 42% 78 -13%
EBITDA (SAR mn) 41 30 36% 46 -11%
EBITDA margin 60% 63% 59%

EBIT (SAR mn) 21 9 137% 29 -29%
Net Income (SAR mn) 20 9 114% 29 -32%

Source: Company, Saudi Fransi Capital, Bloomberg
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I Fig. 6: KSA cement sector vs. GCC/MEA and EM peer comparison

P/E EV/EBITDA Dividend Yield EBITDA Margin RoE
2015E  2016E  2015E 2016E  2015E 2016E  2015E  2016E  2015E  2016E
KSA 111 11.6 8.3 9.7 6.5% 6.3% 54% 50% 16% 14%
Oman 12.8 114 8.3 7.8 5.5% 5.5% 32% 32% 10% 11%
Qatar 11.9 11.8 8.6 8.6 6.0% 6.0% 51% 49% 17% 14%
Turkey 9.4 9.4 6.5 6.3 9.1% 9.1% 29% 28% 21% 21%
Other MEA 15.3 14.6 9.9 9.5 5.0% 5.3% 35% 35% 19% 19%
India 19.3 15.0 111 9.5 1.9% 2.3% 16% 18% 10% 13%
China 12.6 10.3 10.2 9.3 1.9% 2.2% 17% 20% 4% 6%
Asia ex. China 16.8 155 11.7 10.6 4.7% 4.9% 21% 21% 11% 12%

GCC/MEA Avg.
Emer Mkt Avg.

P/E EV/EBITDA Dividend Yield EBITDA Margin RoE
Company 2015E 2016E 2015E 2016E 2015E 2016E 2015E 2016E  2015E  2016E
Arabian 9.1 10.3 6.4 7.1 7.6% 7.6% 49% 46% 19% 16%
Najran 9.9 10.1 75 16.6 5.8% 5.8% 41% 39% 13% 11%
Saudi 10.4 11.7 8.8 10.1 7.2% 7.2% 64% 62% 33% 29%
Eastern 8.7 10.3 5.4 5.7 7.3% 7.3% 49% 47% 14% 12%
Yanbu Nm Nm Nm Nm Nm Nm Nm Nm Nm Nm
Southern 10.6 111 9.4 9.7 6.0% 6.0% 58% 55% 34% 32%
Yamama 10.8 10.9 6.1 6.2 8.2% 8.2% 66% 62% 17% 15%
Qassim Nm Nm Nm Nm Nm Nm Nm Nm Nm Nm
Hail 13.8 14.0 8.1 9.2 6.8% 6.8% 52% 49% 10% 10%
Northern 12.0 124 9.3 10.0 6.2% 6.2% 34% 31% 12% 10%
City 11.6 10.3 7.3 7.3 6.6% 7.3% 63% 59% 12% 13%
Tabuk 15.6 19.0 11.2 14.2 4.9% 3.9% 58% 54% 8% 6%
Jouf 14.2 14.8 11.7 10.7 0.0% 0.0% 55% 50% 6% 6%

Saudi Arabia

Sources: Saudi Fransi Capital, Bloomberg
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Research and Advisory Department

Rating Framework

BUY
Shares of the companies under coverage in this report are expected to outperform relative to the sector or the broader market.

HOLD
Shares of the companies under coverage in this report are expected to perform in line with the sector or the broader market.

SELL
Shares of the companies under coverage in this report are expected to underperform relative to the sector or the broader market.

Saudi Fransi Capital

Call Center | 800 125 9999
www.sfc.sa

Commercial Registration | 1010231217

Research and Advisory
P.O. Box 23454

Riyadh 11426

Saudi Arabia

Head Office | Riyadh

research&advisory@fransicapital.com.sa
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Disclaimer

This report is prepared by Saudi Fransi Capital (“SFC”), a fully-fledged investment firm providing investment banking, asset
management, securities brokerage, research, and custody services. SFC, and its affiliate, might conduct business relationships with
the company that is subject of this report and/ or own its security.

This report is based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it
should not be relied on as such. Accordingly, no representation or warranty, express or implied, is made as to, and no reliance should
be placed on the fairness, accuracy, completeness or correctness of the information and opinions contained in this report.

This report is intended for general information purposes only, and may not be reproduced or redistributed to any other person. This
report is not intended as an offer or solicitation with respect to the purchase or sale of any security. This report is not intended to take
into account any investment suitability needs of the recipient. In particular, this report is not customized to the specific investment
objectives, financial situation, risk appetite or other needs of any person who may receive this report. SFC strongly advises every
potential investor to seek professional legal, accounting and financial guidance when determining whether an investment in a security
is appropriate to his or her needs. Any investment recommendations contained in this report take into account both risk and expected
return.

To the maximum extent permitted by applicable law and regulation, SFC shall not be liable for any loss that may arise from the use of
this report or its contents or otherwise arising in connection therewith. Any financial projections, fair value estimates and statements
regarding future prospects contained in this report may not be realized. All opinions and estimates included in this report constitute
SFC’s judgment as of the date of production of this report, and are subject to change without notice. Past performance of any
investment is not indicative of future results. The value of securities, the income from them, the prices and currencies of securities,
can go down as well as up. An investor may get back less than what he or she originally invested. Additionally, fees may apply on
investments in securities. Changes in currency rates may have an adverse effect on the value, price or income of a security. No part
of this report may be reproduced without the written permission of SFC. Neither this report nor any copy hereof may be distributed in
any jurisdiction outside the Kingdom of Saudi Arabia where its distribution may be restricted by law. Persons who receive this report
should make themselves aware of, and adhere to, any such restrictions. By accepting this report, the recipient agrees to be bound by
the foregoing limitations.

Saudi Fransi Capital LLC
C.R. 1010231217

P.O Box 23454

Riyadh 11426

Saudi Arabia

Head Office | Riyadh
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