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key data

Fair Value per Share (QAR) 105.58
Closing Price (QAR) * 106.20
52-week High / Low (QAR) 116.00/101.20
YTD / 12-month return -5.2%/4.1%
Trailing P/E 11.7
Shares Outstanding (000s) 49,101
Market Cap (QAR million) 5,215
Free Float 57.00%
Reuters / Bloomberg Code QANC.QA/QNCD.QD

*As of March 28, 2012. Sources: Reuters and NBK Capital

key metrics

2011A 2012F 2013F 2014F

P/E 11.7 11.0 10.9 10.5
EPS 9.1 9.6 9.7 10.1
Dividend Yield 5.6% 6.4% 6.9% 7.6%
EV/EBITDA 9.3 8.9 8.9 8.6

RoAE 19.9% 19.9% 18.9% 18.6%
RoCE 18.1% 19.1% 18.9% 20.3%

EBITDA margin 56.2% 55.9% 52.1% 51.5%
Net profit margin 44.9% 45.6% 43.1% 42.8%

Sources: Company financials and NBK Capital

forecasts

QAR million 1Q2011A 2Q2011A 1Q2012F 2Q2012F

Revenue 275.3 246.2 266.8 271.9
EBITDA 137.0 124.3 157.7 143.9

Source: NBK Capital
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HigHligHts

12-month fair Value: Qar 105.58

recommendation: Hold – risk level**: 2

reason for report: 4Q2011 results

•	 Qatar National Cement’s 4Q2011 results came in ahead of 
our estimates. Implied 4Q2011 revenues stood at QAR 251 
million, 4.1% ahead of our estimate of QAR 241 million. In 
1H2011, the group’s gross margin stood at 55.4%, whilst 
the EBITDA margin stood at 50.1%. We had expected these 
margin levels to continue in 2H2011. However, the company 
refrained from using inventories in 2H2011, leading to 
higher margins of 67% at the gross level and 62% at the 
EBITDA level.

•	 Our estimates for Qatar National Cement are constrained; 
despite the expected rise in cement demand in Qatar, the 
company is currently operating at full clinker capacity. We 
are expecting 300kt of imported clinker to be used during 
FY2012. However, there is a lack of visibility on when these 
imports will actually be used. We therefore expect there to 
be considerable volatility in the quarterly results for FY2012.

•	 For FY2012, we expect cement production of 3.62mt and 
an average selling price of QAR 253/ton. We have revised 
our	 revenue	figure	 for	FY2012	upwards	by	a	slight	1%	to	
reach QAR 1,038.8 million.

•	 The company will increase its clinker capacity; however, it 
has not yet decided how to do so, and the options envisaged 
have different implications in valuation terms. We believe 
our	“Hold”	recommendation	reflects	the	company’s	current	
situation. 

** Please refer to page 06 for recommendations and risk ratings.

analysts

Loic Pelichet

T. +971 4365 2818
E. loic.pelichet@nbkcapital.com

Shoug Al Khatrash

T. +965 2259 5294
E. shoug.alkhatrash@nbkcapital.com

http://nbkcapital.com
http://www.nbkcapital.com
mailto:shoug.alkhatrash%40nbkcapital.com?subject=


 GCC Cement Sector – Qatar National Cement March 29, 2012

nbkcapi ta l .com  |  2

fy2011 results

•	 The	company	reported	a	FY2011	net	profit	of	QAR	444.6	million,	down	4.8%	YoY.	This	was	
above our estimate of QAR 385 million and the median consensus estimate of QAR 396 
million. The company announced a cash dividend of QAR 6 per share. Again, this was ahead 
of our estimate of QAR 4 per share and the median consensus estimate of QAR 4.5 per share.

•	 Revenues of QAR 989 million were 1.1% ahead of our estimate of QAR 978 million. Implied 
4Q2011 revenues stood at QAR 251 million, 4.1% ahead of our estimate of QAR 241 million. 

•	 The	4Q2011	gross	 profit	 (before	 depreciation)	 amounted	 to	QAR	607	million,	 for	 a	 gross	
margin of 61.3%. This was well ahead of our estimate of QAR 533 million (margin 54.5%) 
and accounted for most of the discrepancy between our estimates and the actual realization 
at	the	net	profit	level.	FY2011	EBITDA	came	in	at	QAR	555	million	(margin	56%),	again	well	
ahead of our estimate of QAR 481 million (margin 49.1%). Depreciation of QAR 128 million 
was slightly ahead of our estimate of QAR 121 million. We note that:

 ○ In 1H2011, the group’s gross margin stood at 55.4%, whilst the EBITDA margin stood 
at 50.1%. We had expected this margin trend to continue, and were obviously wrong, as 
implied 2H2011 margins reached 67% at the gross level and 62% at the EBITDA level;

 ○ 3Q2011 numbers had actually witnessed margins comparable to those reported in 
2H2011 (EBITDA margin in 3Q2011 reached 66.5%). At the time, we had noted that 
further details about those results were needed from management for us to be able to 
adjust our estimates; however, we were unable to speak to the company; 

 ○ The implied 4Q2011 EBITDA margin is 58.5%, still ahead of our estimate, although lower 
than in 3Q2011.

•	 Having	managed	 to	 speak	 to	 the	company,	we	can	confirm	our	first	 impression	 that	 these 
gyrations in cash operating margins are due to the rate of imported clinker inventory run-
down. Qatar National Cement started the year with imported clinker inventories of 700kt. Our 
initial assumption was that this inventory would be run-down over FY2011, which would lead 
to depressed margins. Indeed, this is what happened in 1H2011, when the clinker capacity 
utilization rate stood at 73%. The company refrained from using inventories in 2H2011, 
leading to a higher capacity utilization rate and higher margins. Again, having been initially 
unable to get those numbers from the company, we had not factored in this scenario. 

•	 SG&A of QAR 52.2 million (excluding depreciation) was in line with our estimate of QAR 52 
million. Other income of QAR 44.9 million was higher than our estimate of QAR 30 million, 
almost entirely due to gains on AFS investments (which we do not forecast).

•	 As	expected,	and	as	was	the	case	in	1H2011,	the	company	reported	very	strong	free	cash	flow	
generation. Net cash from operations stood at QAR 257 million, down from QAR 333 million 
(which again points to an inventory effect: indeed, change in inventories generated QAR 58.3 
million	in	1H2011,	but	that	fell	to	QAR	35	million	for	FY2011).	Free	cash	flow	stood	at	QAR	
248 million for 2H2011, as against QAR 308 million in 1H2011.

market outlook and estimates

Qatar is currently in the middle of a massive spending program to upgrade its infrastructure, even 
before	 taking	 into	account	 the	FIFA	2022	World	Cup.	We	believe	projects	 specifically	 related	
to the FIFA 2022 World Cup will not kick-in for at least another four years; however, we believe 
projects that are extensions of the World Cup such as the metro and rail scheme will progress in 
the near future. Looking back at FY2011, demand for cement seemed to go through a transitional 
period, as delays in project start-ups and execution was witnessed, with the Qatar to Bahrain 
causeway being one of the main culprits. Currently, cement demand in Qatar is starting to pick up 
again as previously delayed infrastructure projects are expected to start up once again.

http://www.nbkcapital.com
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Qatar National Cement remains very much the dominant player in a generally well-oriented 
market, with a market share of about 60% to 65%. The company remains the largest producer 
of clinker in Qatar, as most domestic competitors offer only grinding of imported clinker. Cement 
imports remain negligible, with none coming in from the closest market (Saudi Arabia, due to 
the current ban on export), or Iran (due to UN measures), and only marginal imports from the 
Far East. There seem to be no noticeable imports from the UAE, which could be expected given 
the massive over-capacity this market is currently experiencing; however, we note that there are 
recurrent rumors of UAE imports putting pressure on domestic prices. 

Our estimates for Qatar National Cement are constrained; despite the expected rise in cement 
demand in Qatar, the company is currently operating at full clinker capacity, and we cannot 
physically forecast higher revenues, as we cannot increase the company’s production quantities. 
In the company’s current situation, the only measure that can be taken to increase production 
would be through importing clinker, which would put a strain on the company’s margins. However, 
we	are	confident	that	the	company	will	take	action.	

Qatar National Cement is currently contemplating two scenarios in order to serve the expected 
upsurge in demand: upgrading current clinker lines (which means a shutdown of existing lines 
and additional costs) or building a new clinker line of 1.5 million tons (which would take 3-4 years 
to build and costs about QAR 150-160/ton). The company is also pondering a possible addition 
of	around	1	million	tons	of	grinding	(cement),	but	no	final	decision	has	yet	been	taken	on	any	of	
the above possibilities. 

It is to be noted that if the company were to choose to debottleneck, short-term drops in quantities 
would be seen, as the operation requires the shutdown of the affected line. If production volumes 
were maintained during the debottlenecking process, substantial amounts of clinker would have 
to be imported to compensate for the temporary shutdown in the line’s operations (which would 
lead to pressure on margins).

If Qatar National Cement were to choose to build a new clinker line (the more likely scenario), the 
company would be able to cater to the rise in cement demand without any additional pressure on 
margins, once the new line is completed. In this case, constraints to our estimates would be lifted, 
as	we	would	be	able	to	increase	volumes	significantly	in	our	forecasts,	as	soon	as	the	new	capacity	
is	completed.	However,	our	free	cash	flow	scenario	would	have	to	be	altered,	since	an	investment	
of this magnitude would be considered burdensome on the company. Thus, this scenario would 
require us to change our valuation for the company. Currently, we have not factored in any of the 
potential	scenarios	to	our	estimates,	but	we	are	confident	that	the	company	will	choose	to	take	
action in the near future. 

Qatar National Cement is planning to import 400kt of clinker in the beginning of FY2012 
(currently, clinker inventories stand at around 250kt).  We are expecting 300kt of this imported 
clinker to be used during FY2012. However, there is a lack of visibility on when these imports will 
actually be used. Our contact with management has shown that there will not be a need for the 
use of imported clinker in 1Q2012, and we believe that the company will not use any imported 
clinker in 3Q2012, because the quarter is seasonally weaker due to Ramadan. Thus, we are 
assuming that 150kt of clinker imports will be used in 2Q2012 and another 150kt in 4Q2012. 
Running down clinker inventory depresses margins, and we expect 2Q2012 and 4Q2012 margins 
will be close to 1Q2011 and 2Q2011 margin levels. However, for 1Q2012, our EBITDA margin 
estimate	stands	at	59%,	and	our	gross	profit	margin	estimate	is	expected	to	stand	at	64%.	Our	
total revenue estimate for the quarter amounts to QAR 266.8 million. It is impossible to know 
exactly in which quarter the company will decide to draw from their imported clinker stocks. We 
therefore expect there to be considerable volatility in quarterly results for FY2012, which in itself 
is a supplementary risk factor.

http://www.nbkcapital.com
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For FY2012, we expect a clinker capacity utilization rate of 87.5%. For FY2013 and FY2014 
onwards, we expect a clinker utilization rate of 89% and 92%, respectively.  For FY2012, we 
expect cement production of 3.62mt and an average selling price of QAR 253/ton. We have 
revised	our	revenue	figure	for	FY2012	upwards	by	a	slight	1%	to	reach	QAR	1,038.8	million.	Our	
EBITDA margin estimate for FY2012 stands at 56%, as against our previous estimate of 58%.  
Gross	profit	margin	for	the	year	is	expected	to	stand	at	61%,	compared	to	our	previous	estimate	of	
63%. Our assumptions beyond FY2013 call for an erosion of margins, as our volume production 
implies the need for renewed clinker imports. 

Valuation and recommendation

Our valuation of Qatar National Cement is as follows.

Figure 1 Qatar National Cement Valuation

Va lua t ion Me thod Va lue  (QAR) We ight

Discounted cash flow 103.1 80%

Peer comparison 115.3 20%

Weighted a ve rage  fa ir  va lue 105.6 100%

Source: NBK Capital Research

It is to be noted that we have reduced our risk rating level for Qatar National Cement from 3 to 2, 
given	the	company’s	solid	position	in	the	market,	our	confident	outlook	for	the	company,	and	the	
strength of the Qatari economy. Our current valuation stands at a 1% discount based on the last 
closing price of QAR 106.20 per share. We are upgrading our recommendation from “Reduce” 
to “Hold.” 

Again, we would re-iterate that Qatar National Cement is currently at a crossroad. With its current 
capacity being fully utilized, the company cannot in its current state raise its clinker production, 
irrespective of the underlying market trends. It can import more clinker, as it has excess grinding 
capacity, but this has a strong impact on margins, as indeed was seen in FY2011. The company 
will increase its clinker capacity; however, it has not yet decided how to do so, and the options 
envisaged	have	different	 implications	 in	valuation	 terms.	Our	“Hold”	 recommendation	 reflects	
this situation. 

http://www.nbkcapital.com
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financial statements

Income Statement (QAR Thousands)

Fiscal Year Ends December 2010 2011 2012 2013 2014 2015 2016

Total Revenue 1,090,177 989,625 1,038,816 1,105,485 1,156,829 1,176,710 1,196,592
Cost of Revenue 459,254 381,411 407,609 472,810 500,554 517,914 535,275

Gross Profi t 630,923 608,213 631,206 632,675 656,275 658,796 661,317
Selling/General/Admin. Expenses 53,606 51,757 50,923 56,317 61,000 63,388 65,820
Depreciation/Amortization 125,164 133,769 135,525 138,419 141,071 143,165 145,290

Ope ra t ing  Income 452,154 422,687 444,758 437,938 454,204 452,244 450,207
Interest/Invest Income - Non-Operating 21,437 28,652 25,572 27,236 29,631 32,058 34,105
Other net 3,561 (1,267) 20,016 28,544 29,027 29,318 29,511

Net  Income  be fo re  Taxes 466,993 444,651 485,684 489,178 507,659 507,354 507,130
Provision for Income Taxes 0 0 12,142 12,229 12,691 12,684 12,678

Net  Income  a f te r  Taxes 466,993 444,651 473,542 476,949 494,968 494,670 494,452

Historical Forecast

Balance Sheet (QAR Thousands)

Fiscal Year Ends December 2010 2011 2012 2013 2014 2015 2016

ASSETS

Cash and Short-Term Investments 99,805                254,568             359,891             587,239             839,044             1,072,474          1,248,437          
Total Receivables, Net 142,414             160,234             140,240             151,451             160,799             163,563             166,326             
Total Inventory 439,581             267,566             363,585             381,392             395,636             394,198             409,234             

To ta l Cur rent  Asse ts 681,800        682,367        863,717        1 ,120,083     1,395,478     1,630,235     1,823,997     

Property/Plant/Equipment, Total - Net 1,692,333          1,729,717          1,638,556          1,545,144          1,449,734          1,352,892          1,254,597          
Long-Term Investments 220,075             194,400             195,558             195,958             196,408             196,883             197,358             
Other Long-Term Assets, Total 13,586                12,281                10,791                9,302                  7,812                  6,323                  4,833                  

TOTAL ASSETS 2,607,794     2 ,618,765     2 ,708,622     2,870,487     3,049,433     3,186,333     3,280,787     

LIAB ILITIES & EQUITY

Accounts Payable 115,196             130,003             103,882             110,548             115,683             117,671             119,659             
Short-Term Debt 160,226             81,934                146,957             155,685             191,241             226,456             219,707             

To ta l Cur rent  Liabilit ie s 275,422        211,936        250,839        266,234        306,924        344,127        339,366        

Other Liabilities 8,766                  9,913                  8,500                  9,500                  10,500                11,500                12,000                

To ta l Liabilit ie s 448,056        303,783        259,339        275,734        317,424        355,627        351,366        

To ta l Equity 2,159,738     2 ,314,982     2 ,449,284     2,594,753     2,732,009     2,830,705     2,929,421     

TOTAL LIAB ILITIES AND EQUITY 2,607,794     2 ,618,765     2 ,708,622     2,870,487     3,049,433     3,186,333     3,280,787     

Historical Forecast

Cash Flow (QAR Thousands)

Fiscal Year Ends December 2010 2011 2012 2013 2014 2015 2016

Cash from Operating Activities 423,809             589,076             467,043             543,091             565,498             584,800             568,466             
Cash from Investing Activities 8,458                  (6,266)                 (46,234)              11,431                13,534                15,494                16,504                
Cash from Financing Activities (217,659)            (428,047)            (360,694)            (327,175)            (327,227)            (366,863)            (409,007)            
Net Change in Cash 214,608             154,763             60,115                227,347             251,805             233,430             175,963             

Historical Forecast

Sources: Company financials and NBK Capital
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risk and recommendation gUide

recommendation UPside (doWnside) Potential

BUY MORE THAN 20%

ACCUMULATE BETWEEN 5% AND 20%

HOLD BETWEEN -10% AND 5%

REDUCE BETWEEN -25% AND -10%

SELL LESS THAN -25%

risk leVel

loW risk HigH risk

1 2 3 4 5

disclaimer

The information, opinions, tools, and materials contained in this report (the “Content”) are not addressed to, or intended for publication, distribution to, or use by, 
any individual or legal entity who is a citizen or resident of or domiciled in any jurisdiction where such distribution, publication, availability, or use would constitute a 
breach	of	the	laws	or	regulations	of	such	jurisdiction	or	that	would	require	Watani	Investment	Company	KSCC	(“NBK	Capital”)	or	its	subsidiaries	or	its	affiliates	to	obtain	
licenses, approvals, or permissions from the regulatory bodies or authorities of such jurisdiction. The Content, unless expressly mentioned otherwise, is under copyright 
to NBK Capital. Neither the Content nor any copy of it may be in any way reproduced, amended, transmitted to, copied, or distributed to any other party without the 
prior express written consent of NBK Capital. All trademarks, service marks, and logos used in this report are trademarks or service marks or registered trademarks or 
registered service marks of NBK Capital. 

The Content is provided to you for information purposes only and is not to be used, construed, or considered as an offer or the solicitation of an offer to sell or to buy or 
to	subscribe	for	any	investment	(including	but	not	limited	to	securities	or	other	financial	instruments).	No	representation	or	warranty,	express	or	implied,	is	given	by	NBK	
Capital	or	any	of	its	respective	directors,	partners,	officers,	affiliates,	employees,	advisors,	or	representatives	that	the	investment	referred	to	in	this	report	is	suitable	for	
you or for any particular investor. Receiving this report shall not mean or be interpreted that NBK Capital will treat you as its customer. If you are in doubt about such 
investment, we recommend that you consult an independent investment advisor since the investment contained or referred to in this report may not be suitable for you 
and NBK Capital makes no representation or warranty in this respect. 

The Content shall not be considered investment, legal, accounting, or tax advice or a representation that any investment or strategy is suitable or appropriate for your 
individual circumstances or otherwise constitutes a personal recommendation to you. NBK Capital does not offer advice on the tax consequences of investments, and 
you are advised to contact an independent tax adviser. 

The information and opinions contained in this report have been obtained or derived from sources that NBK Capital believes are reliable without being independently 
verified	as	to	their	accuracy	or	completeness.	NBK	Capital	believes	the	information	and	opinions	expressed	in	this	report	are	accurate	and	complete;	however,	NBK	
Capital gives no representations or warranty, express or implied, as to the accuracy or completeness of the Content. Additional information may be available upon request. 
NBK Capital accepts no liability for any direct, indirect, or consequential loss arising from the use of the Content. This report is not to be relied upon as a substitution for 
the exercise of independent judgment. In addition, NBK Capital may have issued, and may in the future issue, other reports that are inconsistent with and reach different 
conclusions	from	the	information	presented	in	this	report.	Those	reports	reflect	the	different	assumptions,	views,	and	analytical	methods	of	the	analysts	who	prepared	
the reports, and NBK Capital is under no obligation to ensure that such other reports are brought to your attention. NBK Capital may be involved in many businesses that 
relate to companies mentioned in this report and may engage with them. Past performance should not be taken as an indication or guarantee of future performance, and 
no	representation	or	warranty,	express	or	implied,	is	made	regarding	future	performance.	Information,	opinions,	and	estimates	contained	in	this	report	reflect	a	judgment	
at the report’s original date of publication by NBK Capital and are subject to change without notice. 

The value of any investment or income may fall as well as rise, and you may not get back the full amount invested. Where an investment is denominated in a currency 
other than the local currency of the recipient of the research report, changes in the exchange rates may have an adverse effect on the value, price, or income of that 
investment.	In	the	case	of	investments	for	which	there	is	no	recognized	market,	it	may	be	difficult	for	investors	to	sell	their	investments	or	to	obtain	reliable	information	
about their value or the extent of the risk to which they are exposed.

NBK Capital has not reviewed the addresses of, the hyperlinks to, or the websites referred to in the report and takes no responsibility for the content contained therein. 
Such address or hyperlink (including addresses or hyperlinks to NBK Capital’s own website material) is provided solely for your convenience and information, and the 
content of the linked site does not in any way form part of this document. Accessing such websites or following such links through this report or NBK Capital’s website 
shall be at your own risk. 
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This is a publication of NBK Capital. No part of this publication may be reproduced or duplicated without the prior consent of NBK Capital.
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Maslak 34398, Istanbul, Turkey
T. +90 212 276 5400
F. +90 212 276 5401 

Egypt

NBK Capital Securities
Egypt SAE
20 Aisha EL Taymouria St. 
Garden City 
Cairo, Egypt
T. +202 2798 5900
F. +202 2798 5905

nbk caPital

http://www.nbkcapital.com
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