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SUCE: 2Q12 weak performance – HOLD, TP cut to EGP24.5 

 

2Q12 revenues down 12% YoY and 4% QoQ, 7% below our 

estimates. The decline resulted mainly from lower sales volume due to 

several labour strikes at the group's plants as well as a demand 

slowdown during Ramadan. Further, new capacity additions by 

competitors during 2012 shrank SUCE’s market share. Although export 

volumes rose, they could not fully offset the loss of the domestic sales. 

Margins depressed. EBITDA margin was 21% in 2Q12, 1pps below 

1Q12 vs. 25% in 2Q11. This can be explained partly by the many labor 

strikes in 1H12, but more so by an increase in energy prices. SUCE uses 

gas as fuel in c. 60% of its production, and gas price was raised 33% 

from 1 January 2012. Moreover, the company still uses wet kilns (old 

technology) that constitute c. 11% of its capacity, which is relatively 

inefficient compared to competitors. Yet, SUCE is currently studying the 

replacement and renovation of its production lines at a total cost of 

USD400m, which we believe would progressively raise its capacity, 

increase sales volumes, and return it to a more competitive footing 

versus local peers. However, no action has yet been taken. 

Lower net profit. For the above reasons, SUCE reported a net profit of 

EGP125m compared with EGP135m in 2Q11 and EGP141m in 1Q12 (-

11% QoQ and -7% YoY). This was substantially below our net profit 

estimate of EGP155m. 

Revising down our 2012 full year estimates. As a result of the weak 

performance of 2Q12, we have cut our estimates for gross profit and 

EBITDA for 2012 by 13% and 12%, respectively. We now forecast a full 

year net profit at EGP531m (vs. our old estimate of EGP607m). 
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 Market price (EGP) 23.4 

 Target price (EGP) 24.5 

 Upside potential (%) 4.8 

 Free float (%) 38 

 Market cap. (EGPm) 4,246 

 Market cap. (USDm) 697 

 Reuters code SUCE.CA 

 Bloomberg code SUCE EY 

 

Year to 31 Dec. 2010a 2011a 2012E 2013f 2014f 

Revenue (EGP) 6,152 4,820 4,791 5,669 6,218 

Revenue (% Δ) (3.6) (21.6) (0.6) 18.3 9.7 

EBITDA (EGP) 2,222 1,091 1,081 1,283 1,449 

EBITDA (%) 36.1 22.6 22.6 22.6 23.3 

EPS (EGP) 6.8 3.1 2.9 3.6 4.0 

EPS (% Δ) (4.9) (54.0) (6.5) 23.8 11.6 

P/E 5.6 7.2 8.2 6.5 5.8 

P/FCF 3.4 8.5 11.3 6.8 5.9 

Yield (%) 12.9 7.3 7.3 9.8 10.9 

ROAE (%) 17.3 7.9 7.3 10.1 11.2 

Net debt/Equity (x) nm nm nm nm nm 

Int. Cov.  (x) nm nm nm nm nm 

Source: Company data, NAEEM estimates 

Closing price as of 10 October 2012 
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SUCE EGX 30 Rebased

Price (EGP)

► SUCE’s  2Q12 revenues were down 12% YoY and 4% QoQ 

while net profit of EGP125m was -7% YoY and -11% QoQ 

► Labour strikes in 1H12 and a demand slowdown during 

Ramadan were main reasons for sales volume and revenue 

declines  

► Margins remained low due to poor cost efficiencies; old wet 

kilns (c. 11% of total capacity) and SUCE’s use of mazut as 

fuel in c. 40% of production. Moreover, the company’s 

plants are relatively old and in need of renovation, making 

it prone to competition from new and efficient players 

► We reduce our TP to EGP24.5 (from EGP25.8) and maintain 

our HOLD call  



   

 Spotlight    Suez Cement Group 

2 

Cutting TP to EGP24.5. Given the weak performance in 2Q12, we have revised down our 2012 estimates and 

consequently cut our target price to EGP24.5 (from EGP25.8). We maintain our HOLD recommendation. Although 

SUCE continues to trade at a substantial discount to peers on a 2013e PE of 6.5x, versus the peer average, we 

believe the discount is justified due to SUCE’s relatively inefficient operations, heavy use of muzut and seemingly 

greater exposure to labour difficulties. Should management decide to press ahead with plant upgrades, then this 

could prompt a re-rating, however, a present, no formal plans have been made public.   

Fig. 1: 2Q11 Results Summary and estimates revision  

  Change   2012 New vs. old estimates 

 2Q12a YoY QoQ 2Q12e Variance Old New Variance 

Total revenue (EGPm) 1,175 -12% -4% 1,265 -7.1% 4,841 4,791 -1.0% 

Total gross profit (EGPm) 342 -21% -4% 448 -24% 1,668 1,445 -13% 

Gross profit margin (%) 29% -3pp 0pps 35% -6pp 34% 30% -4pp 

SG&A as a % of sales 8% 0pp 1pps 10% -2pp 9% 8% -2pp 

EBITDA (EGPm) 249.5 -25% -9% 321 -22% 1,224 1,081 -12% 

EBITDA margin (%) 21% -4pp -1pps 25% -4pp 25% 23% -3pp 

Net profit 125 -7% -11% 155 -19% 607 531 -12% 
 

Source: Company data, NAEEM Research 
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Disclosure Appendix 

Disclaimer 

This report is based on publicly available information. It is not intended as an offer to buy or sell, nor is it a solicitation of an offer to buy or sell 

the securities mentioned. The information and opinions in this report were prepared by the NAEEM Research Department (“NAEEM”) from 

sources it believed to be reliable at the time of publication. NAEEM accepts no liability or legal responsibility for losses or damages incurred 

from the use of this publication or its contents. NAEEM has the right to change opinions expressed in this report without prior notice. 

This research report (including all appendices) contains information that is intended to be conveyed only to the intended recipients, which 

insofar as the United Sates is concerned, are “major U.S. institutional investors” (i.e., U.S. institutional investors having total assets under 

management in excess of USD100 million, or investment advisers that are registered with the U.S. Securities and Exchange Commission and 

have total assets under management in excess of USD100 million). If the reader or recipient of this research report is not the intended recipient, 

please notify NAEEM immediately, and promptly destroy this research report without retaining any portion in any manner. The unauthorized 

use, dissemination, distribution or reproduction of this research report by any person other than the intended recipient is strictly prohibited. 

Analyst Certification  

The primary research analyst/analysts covering the company (or companies) mentioned in this report certify that their views about the company 

(or companies) and their securities are accurately expressed. Further, no part of their compensation, whether pecuniary or in-kind, was, is, or will 

be, directly or indirectly related to the recommendations or views expressed in this research report. Unless otherwise stated, individuals listed on 

the front cover/page of the report are the research analysts. 

Stock Ratings 

NAAEM believes that an investor’s decision to buy or sell a stock should depend on individual circumstances (including, but not limited to the 

investor’s existing holdings and financial standing) and other considerations. Different securities firms use a range of rating terms and rating 

systems to describe their recommendations. Investors should carefully read the definitions of the ratings used in each report. In addition, since 

NAEEM’s research reports contain complete information about the analyst’s views, investors should read NAEEM reports in their entirety, and 

not infer the contents from the ratings alone.  Ratings (and/or research) should not be relied upon as an investment advice. 

NAEEM assigns ratings to stocks on the following basis: 

Rating side potentialUpside/Down 11 October 2012Rating distribution as of  

BUY >20% 48% 

ACCUMULATE >10% to 20% 16% 

HOLD +10% to -10% 32% 

REDUCE <-10% to -20%  0% 

SELL < -20%  3% 
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