
 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Al Madina Research  

Raysut Cement Co. (SAOG) 
9th June, 2009 

Preview of Q1 2009 
 

• Aggregate sales for three months ended 31st March 2009 note an 
improvement of 9.0% (y-o-y) to RO. 23.9 million from RO. 21.9 
million same time last year. 
 

• Production levels drop 40% (y-o-y) with 426.4K MT of cement 
produced during the period. Clinker production down 13% (y-o-
y).  

 

• Production sees setback for the period with clinker units facing 
unexpected Gas shortage leading to shutdowns. Cement 
production down on grounds of major maintenance works on 
grinding systems.         
 

• Sales volumes reach 758.1K MT for the period aided mainly by 
the 323.2K MT of extra imports during the period. Domestic sales 
touch 585.9K MT.  

 

• Aggregate realization at RO. 31.5/MT for 3M ended 31st March 
2009. Gross Profits record marked decline of 31.2% (y-o-y) to RO. 
8.00 million largely due to the high costs associated with 
imported cement.   

 

• Margins under pressure on y-o-y basis. Gross margin for 3M 
ended 31st March 2009 at just 33.5% as opposed to 53.0% 
corresponding period last year.   

 

• Cement demand remains fairly static despite ongoing slowdown 
in local and regional economies. The Government affirms its 
commitment towards infrastructure development with new 
project announcements.    

 

• The bottom line (pre-tax) reported by the company stands at RO. 
7.84 million, a decline of 33.8% (y-o-y) over RO. 11.85 million 
recorded in Q1 2008.   

 

Outlook & Recommendation 
 

• Company likely to focus strongly in the domestic market for the 
short term owing to the sustained demand.   

 

• Aggregate sales expected to reach RO. 85.3 million for year 2009, 
a decrease of 4.2%, y-o-y. Bottom line likely to improve 7.4% (y-
o-y) for year 2009 to RO. 29.1 million. 

 

• We assign a Buy recommendation to the stock for the short to 
midterm with 2009 target price of RO. 1.871/share.   

Q1 2009 - Update  

Figure 1: Price History 
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Table 2: Financial Summary 

 

Table 1: Highlights 
MSM Ticker RCCI
Date Established Mar-81
Sector Cement

CMP (RO) 1.409
52-wk high/low 3.230/0.670
YTD Performance 27.7%
YTD Traded Volume 68,750,872
Market Cap. (RO 000) 281,800  
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Unprecedented boom in 

the past 5 years.   

Cement Sector Review 
 

Forward  
 

Oman’s economy has witnessed a significant boom in the past 5 years led by a mix of both 
Hydrocarbon activity as well as diversification attempts into the non-oil sectors. For the 
year ended 31st December 2008, the country’s nominal GDP reached a record RO. 23.0 
billion.    
 

Table 3: Oman Economy (RO 000)    

 
*2008 Population data sourced from CIA World Fact book 

(Source: Company Financials, Al Madina Research) 
 

The economy has made rapid diversification strides with increased presence in the non-oil 
sectors such as Real Estate, Tourism and Industries. The Construction sector has been 
among the direct beneficiary of Oman’s diversification strides and infrastructure 
development initiatives. GDP contribution of construction activities has almost increased 4-
fold from 2004 to RO. 1.1 billion in 2008.      
 

Drivers 
 

Cement consumption in Oman stood at nearly 4.1 million MT during the year 2009. We 
put light to the following drivers:  
 

Tourism holds key 
 

The Sultanate today is geared towards growing the participation of the Tourism sector in 
order to diversify its economy from Oil dependency. This is concretely mentioned as part of 
its Vision 2020 plan. In an effort to promote tourism, the Omani government has lifted visa 
restrictions on a number of countries and allows foreigners to own property in tourism 
designated areas. Additionally, significant investment interest has been received for the 
development of hotels and tourism complexes from public and private investors. The country 
has seen a consistent increase in the number of tourist visitors. The contribution of the 
Tourism sector to the country’s GDP has been rising over the years.  
 

Table 4: Select Tourism Projects  

 
 

A number of tourism projects shown in the table have been announced and ongoing in the 
country such as The Wave, The Blue City, Jebel Sifah and Salam Yeti.  
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Added to these are the numerous Integrated Tourism Projects (ITC) offering ownership to 
foreigners. 
The travel and tourism industry of Oman is expected to witness spectacular growth in the 
long run with rise in contribution to the GDP.  The construction activities arising out of 
Oman’s Tourism initiatives have strong positive implications in the mid-long term for the 
country’s cement sector.   
 

Infrastructure Development: Government leading the way    
 

As per sources, some US$. 97 billion in projects were either announced/ongoing in Oman 
as of May 2009. These projects include various civil, industrial, infrastructure, real estate 
and construction related projects. The Government remains firm in its pursuit toward 
infrastructure development which it communicated as part of Budget 2009. 
 

As part of Budget 2009, the Government announced some RO. 1.22 billion in investments 
towards infrastructure development projects. Moreover nearly 10% of the allocated RO. 
800 million for infrastructure projects in 2009 is likely to flow through as just cement sales. 
This is likely to give strong demand continuity to the local cement manufactures.    
 

Figure 2: Planned Infrastructure Investments (RO mn)  
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Source: MONE, Published Media, Al Madina Research 
 

The Governments current initiatives are vast with agreements pertaining to the 
design/construction of ports (Duqm), six regional airports, internal road networks.  
 

Apart from this, development in the Housing arena also proves to be driver for cement 
demand going forward. This could filter though as demand for readymade affordable 
housing and/or private developments. As part of the Government scheme of allotting land 
to locals, around 196,000 plots were distributed during the 2003-2007 period, against which 
only around 37,000 building permits have been issued. This leaves adequate scope for 
Housing development initiatives.    
 

Operational review 
 

The Omani Cement Sector which comprises of Oman Cement Co. (SAOG) and Raysut 
Cement Co. (SAOG) has witnessed significant momentum over the past few years. 
 

Over the five years from 2004 to 2008, the cement sector has seen notable capacity 
enhancements. Cement production capacity in the country has noticed and increase from 
2.26 million MT in 2004 to 4.62 million MT as of year 2008. In the recent timeframe, Raysut 
Cement took the lead with capacity expansions taking its capacity from just about 0.98 
million MT in 2004 to 2.75 million MT in 2008. Oman Cement’s initial move involved the       

Government communicates 

strong intent in its tendering 

initiatives.      
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installation of a cement grinding unit in the year 2006 followed its current ongoing efforts 
which would double clinker capacity to nearly 2.4 million MT by early 2010. Raysut Cement 
has outpaced Oman Cement in terms of cement capacity but by 2010, the cement capacities 
of both companies are likely to be become similar.    
 

Table 5: Oman Cement Sector, Statistics 

Source: Company Financials, Al Madina Research 
 

Going by operating parameters, cement production in the country has seen a heightened 
increase over the years owing to the sudden surge in demand. Cement production increased 
from just 2.62 million MT in 2004 to nearly 4.12 million MT in 2008, a CAGR of 10.3%. 
Production in recent years has partly kept up pace via imports of clinker.  On the other hand 
aggregate sales which stood at 4.86 million MT for 2008 have witnessed a CAGR of 16.2% 
from year end 2004. The sales comprise of both in-house produced cement as well as 
imported cement from the region. While Oman Cement has generally catered to the local 
market, over the years Raysut Cement has also aligned more of its focus in the local market. 
This is evident from the sharp increase in Domestic sales over the period to 4.06 million MT. 
Export sales where Raysut Cement has generally been more dominant, have witnessed a 
period of impetus in years 2006/07 followed by the decline in 2008 owing to greater 
domestic demand pressures.   The per capita consumption of cement in Oman reached the 
1,000 kg mark in 2006 followed by further increase to nearly 1,240 kg in 2008.   
 

Prices 
 

A review of the recent cement price movements in Oman gives solid evidence of the pace 
of development seen within the Economy and the Construction Industry in particular. 
Cement prices in Oman have seen a continual increase over the years despite the close 
watch and measures put forward by the Government (MOCI).  
 

Local cement prices (aggregate) have increased from just RO. 25.6/MT in 2005 to nearly RO. 
31.3/MT in 2008.  
 

Figure 3: Cement Prices (per MT)  
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Source: Company Financials, Al Madina Research  
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Among the most recent legislative changes in the local market was introduced in 2008 when 
the ceiling price of cement sold by the companies was raised to RO. 30/MT.  
 

Going company specific, the cement price realized by Raysut Cement in the local market has 
generally been higher to Oman Cement. For year 2008, the local price realized by Raysut 
Cement stood at nearly RO. 33.0/MT as opposed to RO. 29.7/MT for Oman Cement. On the 
other hand, Oman Cement which has generally been more dominant in the local market has 
witnessed better realizations of RO. 36.5/MT in its export markets as opposed to Raysut 
Cement. 
 

Going forward, in the short term (2009) cement prices in the local market may be under 
pressure owing to the economic slowdown. However any recovery is likely to be seen in 
2010 and onwards.           
 

Financial Performance (2005-2008) 
 

The performance of the Cement sector has been quite satisfactory over the past few 
years. Revenues of the cement companies stand at RO. 152.6 million for the year 2008, an 
increase of 35.1% (y-o-y) and a CAGR of 28.5% from 2005-2008. The revenue impetus is a 
function of both increased volume sales as well as higher price realizations.  
The increase in Direct Costs has followed suit albeit at a higher pace. Costs have grown at a 
CAGR of 37% over the period to RO. 107.1 million in 2008. The cost increase was largely 
visible in year 2008 owing to the significant degree of imports seen on clinker and cement 
by the both the companies. 
Year 2008 was one in which margins were under pressure for both the cement companies. 
The sector gross and operating margin stands reduced for the year at 29.8% and 27.5% 
respectively.        
 

Table 6: Cement Sector, Financial Performance (RO 000) 

 
Source: Company Financials, Al Madina Research 
 

The CAGR of the sector’s bottom line sits at 12.1% for the period, hampered mainly by the 
16.9% (y-o-y) decline in profits for year 2008 to RO. 39.6 million.   
The sector’s aggregate assets stand at RO. 250.6 million with growth seen in earlier years 
owing to the expansion activities. The sector’s reliance on leverage has seen a notable 
decline over the years. The total debt of RO. 33.3 million in 2005 (comprising 17.6% of 
aggregate assets) has reduced to just RO. 6.0 million in 2008 (comprising 2.4% of aggregate 
assets). Shareholder value has seen an average increase of 13.6% over the years to RO. 
215.9 million at the end of year 2008. Just as the case was for margins, the ROAA and ROAE 
have also noted a decline in 2008 with declining profitability.               

Recent performance 

plagued by heavy reliance 

on clinker/cement imports. 
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Raysut Cement: Overview  
 
Review of Operations 
 
The company’s clinker production stood at 508.7k MT for the 3M ended 31st March 2009, a 
decline of 13.0% (y-o-y). Clinker production as reported by the company has witnessed a 
declined primarily due to the disruption of Gas supplies resulting in shutdown of facilities. 
Company expects the problem to be resolved soon. Cement production of 426.4K MT for the 
quarter has seen a marked decline of 40.2% (y-o-y), however we do see improvement over the 
most recent concluded quarter (Q4 2008). Cement production has seen declines owing to 
major maintenance works on the Grinding systems.  
Aggregate volume sales of 758.1K MT have seen improvement on a y-o-y basis as well as q-o-q 
basis. The company reports to have not seen much demand deterioration in its markets. To 
cover the shortfall in production, the company has resorted to further cement imports during 
the quarter. During Q1 2009, the company imported a further 323.2k MT of cement to meet 
domestic demand. Domestic sales stand higher for the period at 585.9k MT, weighing in at 
77.3% of total sales.          
Price Realizations have softened in the company’s markets on a q-o-q basis. Realization in 
Oman stood at RO. 31.5/MT in Q1 2009, lower by 18.4% on a q-o-q basis. In its export market 
the company earned realizations of RO. 31.6/M, 6.8% lower on q-o-q basis.  
  
Table 7: Operational Parameters 

 
Source: Company Financials, Al Madina Research 
 

Revenues note improvement  
 
The company reported a marginal improvement in revenues in Q1 2009 to the tune of nearly 
RO. 1.97 million (y-o-y) to RO. 23.9 million. Revenue increase stands at 9.0% on y-o-y basis 
and 2.2% on a q-o-q basis as highlighted in Table 8 below. On a y-o-y basis, revenue 
improvement has been a function of both marginally higher volume sales but primarily the 
higher price realizations. The improvement comes primarily from the higher price realizations 
seen in the local market (as opposed to in Q1 2008). The company has resorted to diverting 
significant attention to the local market over the recent quarters. Revenues from exports stood 
at RO. 5.44 million for Q1 2009, down 23.6% (y-o-y) and comprising 22.8% of overall revenues.    
    

Table 8: Quarterly Income Summary (RO 000)    

 
Source: Company Financials, Al Madina Research 

 

 
 

Margins see 

improvement, Q-o-Q.   
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Costs, a key focus area 
 

Direct costs, as reported under Cost of Sales have undergone a marked 54.3% increase (y-
o-y) to RO. 15.91 million as of Q1 2009. On a q-o-q basis however, the costs have noted a 
15.9% decline (Q4 2008: RO. 18.93 million). On a y-o-y basis it is evident from the chart 
below that the increase in costs stems primarily from high cost associated with imported 
cement. The company imported 323.2k MT of cement in Q1 2009 with the associated cost at 
RO. 6.44 million. In that context the company’s most recent cement procurement is seen to 
have been a far more competitive price (approx RO. 19.9/MT). Among other costs, 
distribution costs stand heavy at RO. 4.45 million. These comprise of shipping costs and 
export related expenses.         
 

Figure 4: Classification of Cost of Sales (RO 000, Q1 09/08)  
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Source: Company Financials, Al Madina Research 
 

On the other hand Admin. & Distribution expenses have remained steady for the period in 
question at RO. 127k.  
 

Profits shrink…  
 

The high amount of cement imports has put a dent in Q1 2009 profitability. The gross profit 
for the recent quarter ended 31st March 2009 stood prominently lower at RO. 8.00 million, a 
31.2% drop (y-o-y) from the corresponding period last year (Q1 2008: RO. 11.63 million). The 
decline is mainly due to the high cement cost prevalent in Q1 2009. However, on a q-o-q 
basis the gross profit has noted a 79.3% increase (Q4 2008: RO. 4.46 million). The gross 
margin for the period stands at 33.5% lower y-o-y.  Profit reported by the company (pre-tax) 
for the period stands at RO. 7.84 million, again a notable improvement over the previous 
quarter.   
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Figure 5: Sales/Profits (RO 000) vs. Margins (%) 
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Source: Company Financials, Al Madina Research 
 

Balance Sheet gaining strength  
 

Table 9: Condensed Balance Sheet (RO 000) 

               
Source: Company Financials, Al Madina Research 
 

For the 3M ended 31st March 2009, the company’s aggregate assets stand at RO. 121.6 
million, up marginally by 3.4% over the 2008 year end figure and 1.2% on a Y-o-Y basis. 
Among assets, fixed assets (comprising P,P &E and Inv. in Subsidiary) account for the bulk at 
RO. 73.0 million. The increase noted Y-o-Y is on account of the investment in new Subsidiary 
Raysea navigation SA. Trade Receivables have noted a 5.7% decline over year 2008 end to 
RO. 7.36 million. Inventories comprise 7.6% of assets at RO. 9.21 million.  
 

Company presents 

strong Balance Sheet.    
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The cash balance and deposits stands sound at RO. 19.71 million or 16.2% of aggregate 
assets.                 
Total liabilities for the period stand at RO. 35.71 million, up just 0.4% compared to 3M 
2008. Trade & other payables have noted a 1.4% increase (y-o-y) for the current year to RO. 
28.11 million. Total shareholder‘s equity stands at RO. 85.89 million for the period.       
 

Raysea Navigation SA: A key addition 
 

In its pursuit to further enhance sales and target cost efficiency, Raysut Cement established 
in October 2008, and took a 100% equity stake in Subsidiary, Raysea Navigation SA 
(Panama). The new company, which currently owns one ship would be involved in shipment 
of Raysut Cement’s finished products to its various export markets. The move could spur 
sales maximization as well cost efficiencies. Raysut is looking to gradually increase the fleet 
presence for the new company.         
 

Outlook 
 

Short Term  
 

We believe the short term may present unique challenges to Raysut Cement. While we do 
expect the demand for cement to remain firm (especially in the local market) the main 
challenge for the company would be to fully recover its production capabilities. In our belief 
and as per management, the production problems at Raysut Cement are likely to see 
recovery shortly. Cement prices may be under pressure in the short term owing to the 
impact of the economic slowdown. The company is also looking to open and operate its 
own terminal facility at Sohar shortly in an attempt to replace the current floating facility.    
For the year 2009 we project Raysut Cement to attain revenues to the tune of RO. 85.3 
million. We believe the company would further marginally increase its concentration in the 
local market. We take a conservative stance in basing our assessments. We expect to see a 
gradual decline in the use of imported cement by the company during the year with greater 
reliance on its in-house production. In other words we do believe that the in-house 
production facilities would see recovery soon. In-house production is viewed to be a more 
cost effective approach to maintain. Among its non-core income sources it is expected that 
the company would see a reversal (with gains) in performance of its investment portfolio 
held on the local equity market. The net income is projected at RO. 29.1 million, up 7.4% (y-
o-y). The company’s Balance sheet is likely to remain strong with low reliance on leverage.  
 
The mid to long term 
 
The mid to long term is likely to see the Omani economy back on a growth trajectory. We 
believe the Government would continue its commitment towards economic development 
with focus on infrastructure spending. While competition is likely to increase in the local 
market in the mid-term given the new capacity addition of Oman Cement and possibly the 
introduction of new cement companies, we still see solid opportunity for the company even 
in its export markets. The company is likely to target cost efficiencies going forward in part 
through the setup of its recent subsidiary, Raysea Navigation SA. The new company would 
provide added advantages such as speedy and cost effective shipment of cement. The 
company is identifying opportunities and potential for expansion in neighboring countries in 
its pursuit to sustain growth. 
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Valuation 
 

Discounted Cash Flow (DCF) 
 
We have carried out a valuation exercise on Raysut Cement Co. SAOG using the 
Discounted Cash Flow (DCF) method based on forecasted financials (2009E-2013E). For 
the analysis we have arrived at a Cost of Equity (COE) at 13.7%. The Beta we use is 1.31 
derived via regression analysis. The risk free rate (rf) and risk premium is taken at 4.5% and 
7% respectively. We arrive at WACC of 13.4%. We attain a terminal growth rate of 2.0% as 
part of closure to the valuation.  
 
Based on our working the fair value per share for Raysut Cement Co. SAOG  for the year 
2009 works out to nearly RO. 1.871/share. 
 
Table 5: DCF Exercise, Raysut Cement  

 
 
 
Recommendation  
 
The per share fair value price of RO. 1.871 represents an upside of nearly 32.8% on the 
current market price of RO. 1.409/share. We exercise confidence on the performance of the 
company. As a result we give a Buy rating to the stock for the short to midterm. 
 

Table 6: Valuation Sensitivity Analysis 
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Appendix: Financials/Company Profile 
 

Table 8: Income Statement (RO 000)  

 
Source: Company Financials, Al Madina Research 
 

Table 9: Balance Sheet (RO 000) 

 
Source: Company Financials, Al Madina Research 
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Appendix: Financials/Company Profile 
 
Table 10: Cash Flow Statement (RO 000)    

Source: Company Financials, Al Madina Research 
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Appendix: Financials/Company Profile 
 
Table 11: Ratio Analysis 

 
Source: Company Financials, Al Madina Research 
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Appendix: Financials/Company Profile 
 
 

Raysut Cement came into existence in the year 1981 and began commercial production in 
the year 1984 with a 0.21 mn metric ton kiln installed by Babcock Krauss Maffei 
Industrleanlagen Gmbh of Germany. From such modest beginnings, the company has 
undergone a series of expansions since to cater to the high demand for its products. A 
second production line was added in 1998 taking the clinker capacity to 0.75 mn metric 
tons/annum. The year 2005 saw the company embarking on a US $. 50 million expansion 
plan which added the third line that took overall cement capacity to 2.00 mn metric 
tons/annum. The most recent expansion was concluded in 2007 when the existing Line 1  
was upgraded making the company one of the largest cement manufacturers in the region 
with an annual cement capacity of nearly 2.8 mn metric tons.  
 
The company’s product line features four cement grades namely Ordinary Portland cement, 
Oil Well cement, Sulphate Resistant cement and Pozzolona Well cement. With its strategic 
location at the south-west coast of Oman near Port Salalah, the company has maintained 
high exposure to the markets of countries in Africa such as Yemen (with cement terminals), 
Somalia, Sudan and Zanzibar. The company has traditionally maintained an export oriented 
approach. The bulk of demand in the local market is seen in the north. To cater to the local 
market, the company maintains branch offices a cement terminal at Port Mina Qaboos and 
a floating silo facility at Sohar.    
 
Table 10: Raysut Cement, Board of Directors 

Source: Company Financials, Al Madina Research 
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   Buy & Sell with just one click 
 
 
 
Al Madina Research: Rating Methodology

Rating Explanation
Buy Capital gain of >20% to the CMP.
Accumulate Capital gain in the range of 10%-20% to the CMP.
Hold Capital gain in the range of 0%-10% to the CMP.
Reduce Capital depreciation in the range of 0%-10% to the CMP. 
Sell Capital depreciation of >10% to the CMP. 

Time Horizon Explanation
Short Term Period of upto one (1) year from date of recommendation.
Mid Term Period of 1-3 years from date of recommendation.
Long Term Period of >3 years from date of recommendation.  
 
Disclaimer: The information and opinions in this report were prepared by Al Madina Financial & Investment Services Co. (SAOC). Al Madina does 

not undertake to advise you of changes in its opinion or information. Al Madina and other associated with it may make markets or specialize in, 

have positions in and effect transactions in securities of companies mentioned and may also or seek to perform investment banking services for 

other companies. This memorandum is based on information available to the public. No representation is made that it is accurate or complete. 

This memorandum is not an offer to buy or sell or a solicitation of an offer to buy or sell the securities mentioned.The investment discussed or 

recommended in this report may not be suitable for all investors. Investors must make their own investment decisions based on their specific 

investment objectives and financial position and using such independent advisors as they believe necessary. Where an investment is denominated 

in a currency other than the investor’s currency changes in rates of exchange may have an adverse effect on the value, price of, or income derived 

from the investment. Past performance is not necessarily a guide to future performance. Income from investments may fluctuate. The price or 

value of the investments to which this report relates, either directly or indirectly, may fall or rise against the interest of investors. 
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