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This is our quarterly update on Cement production,

volumes and inventory in Saudi Arabia.
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Saudi Cement sector:
Sales volume continued to decline

The Saudi Cement Sector continued to remain under pressure in Q3 2018,
with the average sales volume dropping 12.5% y-o-y (albeit at a slower
pace than the previous quarter’s decline of 15.4% y-o-y). The aggregate
revenue of all the public listed cement companies declined 18.6% y-o-y in Q3
2018 (9M 2018: -21% y-o0-y). We observed that some companies recorded a
significantly lower cost per ton, which, in our opinion, is primarily due to
their higher than normal clinker production relative to cement production.
Going forward, we believe the cement demand might improve, on the back
of higher government spending in the coming years, however, prices are
unlikely to pick up soon, due to huge excess inventory and stiff competition.
Overall, we remain on neutral on the sector, given the current weak market
dynamics.

Production & Inventory levels

Cement production fell 11.6% in Q3 2018, almost in-line with the decline in sales

volume, but from clinker production, it dropped only 6%, which could be
attributable to the industry nature and scale. We also noticed that the gap
between clinker production and cement production is widening as the total

production of clinker is more than the cement production by 4.7mn tons in 2018
so far (2.8mn tons in 2017), which resulted in higher clinker inventory. In our
opinion, this could be because; some producers are witnessing an improvement
in production cost per unit through aggressive production, as evidenced in Saudi

Cement, Arabian Cement and Tabuk Cement, whose cost levels came
significantly lower than industry average.

Inventories rose 15% y-o-y to 41mn tons in September 2018 (35.2mn tons in

December 2017), representing 97% of the LTM sales, mainly due to wider gap
between clinker production and cement sales, as discussed earlier. Among the
cement companies, Arabian cement, Umm al-Qura cement and Qassim Cement

witnessed the fastest YID growth in inventory, up by 93% , 92% and 49%
respectively.

Figure 1 Inventories Data (as of Sep 2018)
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Figure 2 9M 2018 Production volume (‘000 tons)
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Market share change over regions

We observed that the Central region companies’ market share has decreased
so far in 2018, reaching 27% in gM 2018 (31% 9m 2017), as the other
producers, particularly from the North region, have entered the Central
region in order to boost sales, enabling them to gain overall market share.
Within the Central region, Yamama Cement increased its market share to
39% in Q3 2018 (28% in Q3 2017) by lowering prices to reach SAR97 per
ton. Southern region cement companies have also increased their sales in the
Western region, helping Southern region companies to increase their overall
market share while impacting the Western region companies’ market share.

Figure 3 9M 2017 - Region-wise Market Share Figure 4 9M 2018 - Region-wise Market Share
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Prices trend in all regions

In 2018, the Cement Sector witnessed a significant drop in average prices,
on account of weak demand amid high inventory & production levels, which
triggered a stiff competition and price war among producers. Average selling
prices fell 28% YTD. The Central region witnessed the strongest drop in
average prices, down by ~37% YTD, reaching to SAR110 per ton in Q3 2018
(SAR159 per ton in Q3 2017).The decline in average prices was mainly
because of Yammama Cement Co.’s strategy to increase market share by
lowering prices, which also forced the other players to offer huge price
discounts. On the other hand, the Eastern region witnessed the lowest price
drop of ~7 % YTD (reaching to SAR195 per ton in Q3 2018 from SAR 211 per
ton in Q3 2017), supported by the premium clients and relatively low
number of players in the region.

Figure 5 Region-wise average prices (SAR)
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Export helped releasing pressure slightly

Since the removal of export fees in February 2018 , Saudi companies were
able to export over 2mn tons of clicker and 673k tons of cement (165k tons of
cement in gM 2017). Saudi Cement Co. accounted the biggest share in
cement exports, as it exported 423k tons since February (~63% of overall
cement exports). In terms of clinker exports, Yanbu Cement exported ~1mn
tons of clinker in 2018 (~50% of overall clinker exports). Going forward, we
expect exports to continue grow due to the intensive competition, low selling
prices and high inventory level in the local market.

Medium-term future outlook

For the medium term, we expect the cement demand to increase as the
anticipated rise in the government spending should increase the
construction activities. In this regard, the Kingdom has also recently
announced over 600 projects worth ~SAR16bn in the Qassim region and 259
development projects worth ~SAR7bn in the Hail region. However, we don’t
expect prices to pick up any time soon, due to high inventory level and huge
competition. We keep our estimates for 2018 cement sales at 41mn ton.

Please see penultimate page for additional important disclosures. Al Rajhi Capital (Al Rajhi) is a foreign broker-dealer unregistered in the
USA. Al Rajhi research is prepared by research analysts who are not registered in the USA. Al Rajhi research is distributed in the USA pursuant to
Rule 15a-6 of the Securities Exchange Act of 1934 solely by Rosenblatt Securities, an SEC registered and FINRA-member broker-dealer.
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9M Sales

Figure 6 Sales volume ('000 tons)
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Table of companies under our coverage

Figure 7 Revenues of companies under our coverage.

Q32017

EPS Revenue (SAR mn)

Company Name

2017 A 2018E 2019E 2017A 2018E 2019E
Yamama Cement 0.5 -0.5 -0.1 748 480 655
Saudi Cement 3.0 2.1 2.0 1,185 1,065 1,113
Qassim Cement 2.8 1.0 1.1 626 389 401
Yanbu Cement 2.0 0.5 1.1 917 715 700
Arabian Cement 2.6 -0.5 -0.2 906 549 672
Southern Cement 2.6 1.3 1.8 1,063 851 903
Source: Tadawul, Al Rajhi Capital
Figure 8 Cement Sector (September 2018 data)
Sales Volume (‘000 tons) Current Inventory Inventory
Company Name as a % of
2017 2018 y-0-y 2017 2018 y-0-y LTMsales
Yamama Cement 3,377 2,784 -18%| 4,442 5,320 20% 146%
Saudi Cement 3,648 3,498 -4%| 5,164 5,395 4% 112%
Eastern Cement 1,529 1,509 -1% 2,549 3,093 21% 143%
Qassim Cement 2,828 2,283 -19% 1,445 2,326 61% 70%
Yanbu Cement 4,070 3,358 -17% 3,847 4,310 12% 93%
Arabian Cement 2,656 2,029 -24% 753 2,059 173% 71%
Southern Cement 4,090 4,072 0%| 2,695 3,700 37% 67%
Tabuk Cement 775 904 17%| 1,366 1,806 32% 148%
Riyadh Cement 2,167 1,371 -37%| 1,301 1,082 -17% 55%
Najran Cement 1,266 1,086 -14%| 3,178 2,684 -16% 169%
Cement City 2,544 1,751 -31%| 1,317 1,344 2% 51%
Northern Cement 846 693 -18%| 1,193 864 -28% 86%
Jouf Cement 1,089 814 -25%| 1,158 1,131 -2% 99%
Safwa Cement 1,308 1,148 -12% 847 912 8% 57%
Hail 724 1,151 59%| 2,311 2,682 16% 182%
Umm alQura cement 758 849 12% 670 1,571 134% 130%
United cement 1,288 1,135 -12% 507 657 30% 41%
Total 34,963 30,435 -13%| 34,743 40,936 18% 97%

Source: Yamama Cement, Al Rajhi Capital
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IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by Al Rajhi Capital (Al Rajhi), a company authorized to engage in securities activities in Saudi Arabia. Al
Rajhi is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of research
reports and the independence of research analysts. This research report is provided for distribution to “major U.S. institutional investors” in
reliance on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the
“Exchange Act”).

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through Rosenblatt Securities Inc, 40 Wall Street 59th Floor, New York
NY 10005, a registered broker dealer in the United States. Under no circumstances should any recipient of this research report effect any
transaction to buy or sell securities or related financial instruments through Al Rajhi. Rosenblatt Securities Inc. accepts responsibility for the
contents of this research report, subject to the terms set out below, to the extent that it is delivered to a U.S. person other than a major U.S.
institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of Rosenblatt Securities Inc. and, therefore, may not be subject to
applicable restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a
research analyst account.

Ownership and Material Conflicts of Interest

Rosenblatt Securities Inc. or its affiliates does not ‘beneficially own,” as determined in accordance with Section 13(d) of the Exchange Act,
1% or more of any of the equity securities mentioned in the report. Rosenblatt Securities Inc, its affiliates and/or their respective officers,
directors or employees may have interests, or long or short positions, and may at any time make purchases or sales as a principal or agent
of the securities referred to herein. Rosenblatt Securities Inc. is not aware of any material conflict of interest as of the date of this
publication.

Compensation and Investment Banking Activities

Rosenblatt Securities Inc. or any affiliate has not managed or co-managed a public offering of securities for the subject company in the past
12 months, nor received compensation for investment banking services from the subject company in the past 12 months, neither does it or
any affiliate expect to receive, or intends to seek compensation for investment banking services from the subject company in the next 3
months.

Additional Disclosures

This research report is for distribution only under such circumstances as may be permitted by applicable law. This research report has no
regard to the specific investment objectives, financial situation or particular needs of any specific recipient, even if sent only to a single
recipient. This research report is not guaranteed to be a complete statement or summary of any securities, markets, reports or
developments referred to in this research report. Neither Al Rajhi nor any of its directors, officers, employees or agents shall have any
liability, however arising, for any error, inaccuracy or incompleteness of fact or opinion in this research report or lack of care in this research
report’s preparation or publication, or any losses or damages which may arise from the use of this research report.

Al Rajhi may rely on information barriers, such as “Chinese Walls” to control the flow of information within the areas, units, divisions, groups,
or affiliates of Al Rajhi.

Investing in any non-U.S. securities or related financial instruments (including ADRs) discussed in this research report may present certain
risks. The securities of non-U.S. issuers may not be registered with, or be subject to the regulations of, the U.S. Securities and Exchange
Commission. Information on such non-U.S. securities or related financial instruments may be limited. Foreign companies may not be
subject to audit and reporting standards and regulatory requirements comparable to those in effect within the United States.

The value of any investment or income from any securities or related financial instruments discussed in this research report denominated in
a currency other than U.S. dollars is subject to exchange rate fluctuations that may have a positive or adverse effect on the value of or
income from such securities or related financial instruments.

Past performance is not necessarily a guide to future performance and no representation or warranty, express or implied, is made by Al
Rajhi with respect to future performance. Income from investments may fluctuate. The price or value of the investments to which this
research report relates, either directly or indirectly, may fall or rise against the interest of investors. Any recommendation or opinion
contained in this research report may become outdated as a consequence of changes in the environment in which the issuer of the
securities under analysis operates, in addition to changes in the estimates and forecasts, assumptions and valuation methodology used
herein.

No part of the content of this research report may be copied, forwarded or duplicated in any form or by any means without the prior consent
of Al Rajhi and Al Rajhi accepts no liability whatsoever for the actions of third parties in this respect. This research document has been
prepared by Al Rajhi Capital Company (“Al Rajhi Capital”) of Riyadh, Saudi Arabia. It has been prepared for the general use of Al Rajhi
Capital’s clients and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express
written consent of Al Rajhi Capital. Receipt and review of this research document constitute your agreement not to redistribute, retransmit,
or disclose to others the contents, opinions, conclusion, or information contained in this document prior to public disclosure of such
information by Al Rajhi Capital. The information contained was obtained from various public sources believed to be reliable but we do not
guarantee its accuracy. Al Rajhi Capital makes no representations or warranties (express or implied) regarding the data and information
provided and Al Rajhi Capital does not represent that the information content of this document is complete, or free from any error, not
misleading, or fit for any particular purpose. This research document provides general information only. Neither the information nor any
opinion expressed constitutes an offer or an invitation to make an offer, to buy or sell any securities or other investment products related to
such securities or investments. It is not intended to provide personal investment advice and it does not take into account the specific
investment objectives, financial situation and the particular needs of any specific person who may receive this document.

Investors should seek financial, legal or tax advice regarding the appropriateness of investing in any securities, other investment or
investment strategies discussed or recommended in this document and should understand that statements regarding future prospects may
not be realized. Investors should note that income from such securities or other investments, if any, may fluctuate and that the price or value
of such securities and investments may rise or fall. Fluctuations in exchange rates could have adverse effects on the value of or price of, or
income derived from, certain investments. Accordingly, investors may receive back less than originally invested. Al Rajhi Capital or its
officers or one or more of its affiliates (including research analysts) may have a financial interest in securities of the issuer(s) or related
investments, including long or short positions in securities, warrants, futures, options, derivatives, or other financial instruments. Al Rajhi
Capital or its affiliates may from time to time perform investment banking or other services for, solicit investment banking or other business
from, any company mentioned in this research document. Al Rajhi Capital, together with its affiliates and employees, shall not be liable for
any direct, indirect or consequential loss or damages that may arise, directly or indirectly, from any use of the information contained in this
research document.

This research document and any recommendations contained are subject to change without prior notice. Al Rajhi Capital assumes no
responsibility to update the information in this research document. Neither the whole nor any part of this research document may be altered,
duplicated, transmitted or distributed in any form or by any means. This research document is not directed to, or intended for distribution to
or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such
distribution, publication, availability or use would be contrary to law or which would subject Al Rajhi Capital or any of its affiliates to any
registration or licensing requirement within such jurisdiction.
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Disclaimer and additional disclosures for Equity Research

Disclaimer

This research document has been prepared by Al Rajhi Capital Company (“Al Rajhi Capital”) of Riyadh, Saudi Arabia. It has been prepared
for the general use of Al Rajhi Capital’s clients and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or
manner, without the express written consent of Al Rajhi Capital. Receipt and review of this research document constitute your agreement
not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this document prior to
public disclosure of such information by Al Rajhi Capital. The information contained was obtained from various public sources believed to be
reliable but we do not guarantee its accuracy. Al Rajhi Capital makes no representations or warranties (express or implied) regarding the
data and information provided and Al Rajhi Capital does not represent that the information content of this document is complete, or free
from any error, not misleading, or fit for any particular purpose. This research document provides general information only. Neither the
information nor any opinion expressed constitutes an offer or an invitation to make an offer, to buy or sell any securities or other investment
products related to such securities or investments. It is not intended to provide personal investment advice and it does not take into account
the specific investment objectives, financial situation and the particular needs of any specific person who may receive this document.

Investors should seek financial, legal or tax advice regarding the appropriateness of investing in any securities, other investment or
investment strategies discussed or recommended in this document and should understand that statements regarding future prospects may
not be realized. Investors should note that income from such securities or other investments, if any, may fluctuate and that the price or value
of such securities and investments may rise or fall. Fluctuations in exchange rates could have adverse effects on the value of or price of, or
income derived from, certain investments. Accordingly, investors may receive back less than originally invested. Al Rajhi Capital or its
officers or one or more of its affiliates (including research analysts) may have a financial interest in securities of the issuer(s) or related
investments, including long or short positions in securities, warrants, futures, options, derivatives, or other financial instruments. Al Rajhi
Capital or its affiliates may from time to time perform investment banking or other services for, solicit investment banking or other business
from, any company mentioned in this research document. Al Rajhi Capital, together with its affiliates and employees, shall not be liable for
any direct, indirect or consequential loss or damages that may arise, directly or indirectly, from any use of the information contained in this
research document.

This research document and any recommendations contained are subject to change without prior notice. Al Rajhi Capital assumes no
responsibility to update the information in this research document. Neither the whole nor any part of this research document may be altered,
duplicated, transmitted or distributed in any form or by any means. This research document is not directed to, or intended for distribution to
or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such
distribution, publication, availability or use would be contrary to law or which would subject Al Rajhi Capital or any of its affiliates to any
registration or licensing requirement within such jurisdiction.

Explanation of Al Rajhi Capital’s rating system

Al Rajhi Capital uses a three-tier rating system based on absolute upside or downside potential for all stocks under its coverage except
financial stocks and those few other companies not compliant with Islamic Shariah law:

"Overweight": Our target price is more than 10% above the current share price, and we expect the share price to reach the target on a 12
month time horizon.

"Neutral": We expect the share price to settle at a level between 10% below the current share price and 10% above the current share price
on a 12 month time horizon.

"Underweight": Our target price is more than 10% below the current share price, and we expect the share price to reach the target on a 12
month time horizon.

"Target price": We estimate target value per share for every stock we cover. This is normally based on widely accepted methods
appropriate to the stock or sector under consideration, e.g. DCF (discounted cash flow) or SoTP (sum of the parts) analysis.

Please note that the achievement of any price target may be impeded by general market and economic trends and other external factors, or
if a company’s profits or operating performance exceed or fall short of our expectations.

Contact us

Mazen Al-Sudairi

Head of Research

Tel : +966 1 211 9449

Email: alsudairim@alrajhi-capital.com

Al Rajhi Capital

Research Department

Head Office, King Fahad Road

P.O. Box 5561, Riyadh 11432
Kingdom of Saudi Arabia

Email: research@alrajhi-capital.com

Al Rajhi Capital is licensed by the Saudi Arabian Capital Market Authority, License No. 07068/37.
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