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 Cement Sector                      Najran Cement – 1H23 performance review 
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Najran Cement is a midsized cement company operating in the 
Southern region of Saudi Arabia. The company has a market share of 
5% of cement volume and was the 8th largest player in the Kingdom in 
YTD’Jul-23. For the seven months ended Jul-23, Najran’s cement 
sales volume fell by 5.0% YoY to 1.5mn tons, slightly underperforming 
the industry, which fell by 4.3% for the same period. The operating 
performance of Najran in 2023 thus-far has been weak and below 
expectations. Both Eid-Al-Adha and Eid-Al-Fiter falling in 1H23 
impacted both the company and the industry performance. Though 
the main challenge was the increase in competition among the 
players, especially in 2Q23, which has put pressure on the cement 
volumes of the company, even as its average cement realization 
remained strong. In 2Q23, the company’s financial performance was 
weak and lower than expected, both at the revenue and the 
profitability levels. Cement volumes were weaker than expected, 
though the cement realization came in line with our forecast. 
Profitability was also impacted by lower scale of operation and an 
increase in the cost of sales per ton. Going forward, in 2H23, we 
expect the cement volume to be better than 1H23. Despite this, we 
expect cement volumes to fall by 5% YoY in 2023e. We also expect 
cost of sales per ton to moderate in 2H23, vis-à-vis 1H23 levels, 
though the 2023e levels are likely to be higher than 2022 levels. 
Overall, we forecast Najran Cement to report a c.12.5% YoY fall in net 
income to SAR99mn for 2023e. Based on our revised estimates we 
have reduced our target price of Najran Cement from SAR16 per share 
to SAR14.5 per share, but maintain our BUY rating on the stock. The 
company is currently quoting at c.17x its 2024e EPS. 
 
Lower cement volume impacts 2Q23 revenue: Revenue of Najran 
cement fell by 6.2% YoY and was impacted by a 10.7% YoY fall in cement 
volume to 0.54mn tons for 2Q23. The performance was impacted by Eid-
Al-Adha holidays occurring in Jun-23 and the volumes were lower than our 
expectation of 0.56mn tons by 3.0%. Cement realization on the other hand 
increased by 5.0% YoY, limiting the fall in revenue to a certain extent and 
was in line with our estimate of SAR186/ton for 2Q23. Going forward we 
expect the revenue of Najran Cement to fall by c.2% YoY to SAR524mn for 
2023e and will be impacted by lower cement volume. 
 
Gross margins under pressure, despite improved pricing scenario: 
Gross profit fell by 17.3% YoY to SAR25mn for 2Q23, at the back of lower 
revenue, as gross margins fell by 340bps YoY to 25.1%. Despite the 
improved pricing scenario, margins fell due to lower revenue and higher 
cost of sales per ton, which increased to SAR139/ton in 2Q23 compared to 
SAR127/ton for the same period previous year. Going forward, we expect 
the cement volumes in 2H23 to be higher than 1H23, and this improvement 
in scale is likely to also aid in the improvement of the gross margins for 
2023e, compared to 1H23 levels. 
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Net income under pressure in 2Q23 and lower than expected: Operating cost fell by 18.2% YoY to SAR12mn, aided 
by lower selling and distribution expenses, at the back of lower revenue. Net income fell by 44.5% YoY to SAR7mn for 
2Q23, and apart from the weak operating performance, the profitability was also impacted by higher finance expenses and 
provisions for tax. The net income for the quarter was also substantially lower than our estimate of SAR14mn.  
 
Going forward, we expect the financial performance of Najran Cement to improve in 2H23, vis-à-vis its 1H23 performance, 
as we expect both the cement volumes and the margins to recover. However, the YoY performance is likely to continue to 
come under pressure, as we forecast a c.12.5% YoY decline in net income to SAR99mn for 2023e. 
 
Valuation and view: We had initiated coverage on the stock in May ’23 with a target of SAR16 per share. The stock is 
currently trading at SAR12.6 per share, after reaching a closing high of SAR14.62 per share, since initiation. Based on our 
revised estimate we assign a target price of SAR14.5 per share, and retain our BUY rating on the stock. 
 
 

 
 

 
Source: Company filings and US Research 
 

Revenue in 2Q23 comes lower Cost of sales per ton increases
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Lower revenue & high costs impacts gross profits Weak operating performance impacts net income
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Gross profit Gross margins
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Income Statement (SAR mn) 2019 2020 2021 2022 2023E 2024E 2025E 2026E 2027E

Revenue 416 623 582 536 524 561 601 635 660 

Cost of sales (297) (373) (351) (364) (355) (375) (396) (414) (428)

Gross profit 119 250 230 172 169 186 205 220 232 

Operating expenses (34) (45) (49) (43) (44) (45) (46) (48) (49)

Operating profit 85 205 181 128 125 141 158 173 183 

Other income 2 1 (2) 3 3 3 3 3 4 

Finance expenses (27) (16) (8) (11) (23) (15) (6) (4) (3)

Earnings before tax 60 191 171 120 106 130 156 172 184 

Tax (6) 10 (5) (7) (6) (6) (6) (6) (6)

Net income 54 201 166 114 99 124 150 166 178 

Minority interest 0 0 0 0 0 0 0 0 0 

Net income 54 201 166 114 99 124 150 166 178 

Balance Sheet (SAR mn) 2019 2020 2021 2022 2023E 2024E 2025E 2026E 2027E

PP&E 2,085 1,984 1,963 1,936 1,888 1,842 1,798 1,756 1,714 

Intangibles 4 4 4 4 4 4 4 4 4 

Investments 0 0 0 0 0 0 0 0 0 

Others 0 0 0 0 0 0 0 0 0 

Total non-current assets 2,089 1,988 1,967 1,941 1,893 1,846 1,802 1,760 1,719 

Inventory 323 282 269 366 319 300 297 311 321 

Receivables, Net 33 30 28 29 28 30 32 34 35 

Cash & Cash Equivalents 22 172 82 39 104 141 150 132 128 

Investments 0 0 0 0 0 0 0 0 0 

Other current assets 20 47 43 50 50 50 50 50 50 

Total current assets 398 531 422 483 501 520 529 527 534 

Total assets 2,487 2,519 2,390 2,424 2,394 2,367 2,331 2,287 2,253 

Share Capital 1,700 1,700 1,700 1,700 1,700 1,700 1,700 1,700 1,700 

Total reserves 284 356 266 293 308 321 326 322 330 

Minority interest 0 0 0 0 0 0 0 0 0 

Total equity 1,984 2,056 1,966 1,993 2,008 2,021 2,026 2,022 2,030 

Short-term & current debt 371 52 52 44 43 43 43 43 43 

Lease liabilities - Current 0 0 0 0 0 0 0 0 0 

Payable 26 45 45 46 45 48 51 53 55 

Other current liab. 41 48 57 58 58 58 58 58 58 

Total current liabilities 438 145 154 149 147 149 152 154 156 

Long-Term Debt 30 279 228 236 194 151 108 65 22 

Long-term lease liabilities 6 6 6 5 5 5 5 5 5 

Other non-current liabilities 29 33 37 40 40 40 40 40 40 

Total non-current liabilities 66 318 270 281 239 196 153 110 67 

Total liabilities 504 463 424 430 386 346 305 264 223 

Equity and liabilities 2,487 2,519 2,390 2,424 2,394 2,367 2,331 2,287 2,253 

Cash Flows (SAR mn) 2019 2020 2021 2022 2023E 2024E 2025E 2026E 2027E

Cash from operations 185 359 270 93 219 218 227 227 242 

Cash from investments (21) (11) (53) (50) (26) (28) (30) (32) (33)

Cash from financing (153) (199) (307) (85) (128) (154) (188) (213) (213)

Net changes in cash 10 149 (89) (43) 65 36 9 (18) (4)

Closing balance 22 172 82 39 104 141 150 132 128 
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Ratios 2019 2020 2021 2022 2023E 2024E 2025E 2026E 2027E

Per Share (SAR)

EPS 0.3 1.2 1.0 0.7 0.6 0.7 0.9 1.0 1.0 

BVPS 11.7 12.1 11.6 11.7 11.8 11.9 11.9 11.9 11.9 

DPS 0.0 1.5 1.0 0.5 0.5 0.7 0.9 1.0 1.0 

FCF/share 1.0 2.0 1.3 0.3 1.1 1.1 1.2 1.1 1.2 

Revenue/share 2.4 3.7 3.4 3.2 3.1 3.3 3.5 3.7 3.9 

Valuations

M.Cap (SAR mn) 2,139 2,139 2,139 2,139 2,139 2,139 2,139 2,139 2,139 

EV (SAR mn) 2,524 2,304 2,342 2,385 2,277 2,197 2,145 2,119 2,081 

P/E 40.0x 10.6x 12.9x 18.8x 21.5x 17.3x 14.3x 12.9x 12.0x

EV/EBITDA 15.5x 8.2x 9.2x 11.8x 11.4x 10.2x 9.2x 8.6x 8.1x

EV/Sales 6.1x 3.7x 4.0x 4.5x 4.3x 3.9x 3.6x 3.3x 3.2x

P/BV 1.1x 1.0x 1.1x 1.1x 1.1x 1.1x 1.1x 1.1x 1.1x

P/S 5.1x 3.4x 3.7x 4.0x 4.1x 3.8x 3.6x 3.4x 3.2x

Div. yield 0.0% 11.9% 7.9% 4.0% 4.0% 5.2% 6.8% 7.9% 7.9%

FCF yield 7.6% 16.3% 10.2% 2.0% 9.0% 8.9% 9.2% 9.1% 9.8%

Liquidity

Cash Ratio 0.1x 1.2x 0.5x 0.3x 0.7x 0.9x 1.0x 0.9x 0.8x

Current ratio 0.9x 3.7x 2.7x 3.2x 3.4x 3.5x 3.5x 3.4x 3.4x

Quick ratio 0.2x 1.7x 1.0x 0.8x 1.2x 1.5x 1.5x 1.4x 1.4x

Return ratio

ROA 2.2% 8.0% 6.9% 4.7% 4.2% 5.2% 6.4% 7.3% 7.9%

ROE 2.7% 9.8% 8.4% 5.7% 5.0% 6.1% 7.4% 8.2% 8.8%

ROCE 3.4% 8.1% 7.6% 5.3% 5.2% 6.0% 6.8% 7.5% 8.1%

Cash cycle

Inventory turnover 0.9x 1.3x 1.3x 1.0x 1.1x 1.3x 1.3x 1.3x 1.3x

Payables turnover 11.4x 8.3x 7.8x 7.8x 7.8x 7.8x 7.8x 7.8x 7.8x

Receivables turnover 12.4x 20.5x 20.6x 18.7x 18.7x 18.7x 18.7x 18.7x 18.7x

Inventory days 391 272 276 362 324 288 270 270 270

Payable days 32 43 46 46 46 46 46 46 46

Receivables days 29 18 17 19 19 19 19 19 19

Cash Cycle 389 246 248 335 297 261 243 243 243

Profitability ratio

Gross margins 28.6% 40.1% 39.6% 32.1% 32.3% 33.2% 34.1% 34.7% 35.2%

EBITDA margins 39.1% 45.2% 43.8% 37.8% 38.1% 38.4% 38.7% 38.9% 39.0%

Operating margins 20.5% 32.9% 31.1% 24.0% 23.9% 25.2% 26.3% 27.2% 27.8%

PBT margins 14.3% 30.6% 29.4% 22.5% 20.2% 23.2% 25.9% 27.1% 27.9%

Net margins 12.9% 32.2% 28.5% 21.2% 19.0% 22.1% 24.9% 26.1% 26.9%

Effective tax rate 10.3% -5.4% 3.2% 5.5% 6.0% 4.8% 4.0% 3.6% 3.5%

Leverage

Total debt (SAR mn) 408 337 285 286 243 200 156 113 70

Net debt (SAR mn) 386 165 203 246 138 59 6 (19) (58)

Debt/Capital 17.1% 14.1% 12.7% 12.5% 10.8% 9.0% 7.2% 5.3% 3.3%

Debt/Total assets 16.4% 13.4% 11.9% 11.8% 10.1% 8.4% 6.7% 5.0% 3.1%

Debt/Equity 0.2x 0.2x 0.1x 0.1x 0.1x 0.1x 0.1x 0.1x 0.0x

Debt/EBITDA 2.5x 1.2x 1.1x 1.4x 1.2x 0.9x 0.7x 0.5x 0.3x

Net debt/EBITDA 2.4x 0.6x 0.8x 1.2x 0.7x 0.3x 0.0x -0.1x -0.2x
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This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to 

any other person. Persons into whose possession this document may come are required to observe these restrictions. Opinion expressed is our 

current opinion as of the date appearing on this material only. We do not undertake to advise you as to any change of our views expressed in this 

document. While we endeavor to update on a reasonable basis the information discussed in this material, United Securities, its subsidiaries and 

associated companies, their directors and employees are under no obligation to update or keep the information current. Also, there may be regulatory, 

compliance, or other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forward-looking statements are 

not predictions and may be subject to change without notice. Our proprietary trading and investment businesses may make investment decisions 

that are inconsistent with the recommendations expressed herein. The information in this document has been printed on the basis of publicly available 

information, internal data and other reliable sources believed to be true and are for general guidance only. While every effort is made to ensure the 

accuracy and completeness of information contained, the company takes no guarantee and assumes no liability for any errors or omissions of the 

information. No one can use the information as the basis for any claim, demand or cause of action.  

Recipients of this material should rely on their own investigations and take their own professional advice. Each recipient of this document should 

make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to 

in this document (including the merits and risks involved), and should consult their own advisors to determine the merits and risks of such an 

investment. Price and value of the investments referred to in this material may go up or down. Past performance is not a guide for future performance. 

United Securities LLC, and affiliates, including the analyst who has issued this report, may, on the date of this report, and from time to time, have 

long or short positions in, and buy or sell the securities of the companies mentioned herein or engage in any other transaction involving such 

securities and earn brokerage or compensation or act as advisor or have other potential conflict of interest with respect to company/ies mentioned 

herein or inconsistent with any recommendation and related information and opinions. United Securities LLC and affiliates may seek to provide or 

have engaged in providing corporate finance, investment banking or other advisory services in a merger or specific transaction to the companies 

referred to in this report, as on the date of this report or in the past.  


