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Raysut Cement - Results Update 
 

Key notes 
 

The diversification 
The group level margins were under pressure as a result of acquiring the UAE company 
(Pioneer Cement Co.) and due to lower sales, thus EBITDA margin declined from 43% in 2010 
to 31.5% in FY’11. The recent rise in the UAE cement selling prices by around 15% should 
reflect the advantages of the acquisition at a faster pace, thus benefiting the parent company 
and the group as well.  
 
While we see no significant improvement in the UAE demand for cement in the short term 
mainly due to the oversupply situation and the slow pick up in the construction activities, 
however, we believe that GCC government spending in general (including the UAE), backed 
by high oil prices, will help in keeping at least the demand on cement volumes at good levels.  
 
We feel RCC’s strategy of buying cement from its subsidy either to benefit the leverage levels 
of Pioneer or to fill the gap in the Northern part of the Sultanate will continue on the short 
term. (Kindly refer to our cement report dated Dec’21, 2011). 
 
However, Pioneer will benefit from the increase in cement prices in the UAE as well as the 
local cement companies in Oman due to the expected downsizing of the UAE cement 
companies market share in Oman as a direct result of the breakeven selling prices with local 
ones.  
 
Taking cue from Q4’11 performance, we believe that margins will see improvements in the 
coming period. The better demand for cement locally, the relatively stable situation in 
Yemen (major export market), higher cement prices in the UAE and the improved 
macroeconomic situation in Oman, Saudi and Qatar will just come in favor of the company. 
This will also improve company’s ability to utilize its tools and free capacities to 
accommodate changes.  
 
On the other hand, RCC’s commercial operation of its two shipping companies (Raysea 
Navigation and Raybulk Corporation) which added valuable shipping and distribution services 
for the company’s clients, in addition to the terminal facilities in Sohar which supports the 
company existence in the Northern Market of Oman and the 50% acquisition of Oman 
Portuguese Cement Products Co., a strategy that will enable the RCC to enter new zone of 
selling mix concrete cement products. All of these factors have added a unique diversification 
power for RCC against its local peer.  

 

Better volumes, pressures on selling prices  
According to market makers, the demand for cement in Oman is expected to expand by 7% 
y-o-y in FY’12, thus we expect RCC as well as its local peer Oman Cement to benefit from this 
improvement.  However, in RCC’s case, the expected easing of the situation in Yemen and 
better demand in East African markets will provide an added advantage to the company’s 
future outlook on the medium to long term, especially if we take into consideration the 
company’s intention to increase its grinding facility, thus more efficient utilization of clinker 
production. We expect a CAGR of 4% during 2012-16 in group sales increasing volume to 
around 4.3mn tons of cement in FY’16. 
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We assume 50% of Pioneer sales to be in Oman in FY’12 and FY’13. We expect RCC’s local 
sales to have a CAGR of 6% during the forecasted period backed by the strong government 
spending and major projects in the Dhofar region. 
 
On the selling prices front, we believe maintaining local selling prices at the same levels of 
2011 at around RO 27 per ton would be tough, due to the fact that market is already facing 
stiff competition. We assume an average realization level of RO 25 per ton for FY’12 and RO 
25.5 per ton onwards. 
 

Margins under pressures, but… 
Bearing in mind the acquisition burden on the parent company’s margins which is clearly 
reflected in the FY’11 financials which is likely to continue on the short term, we believe the 
expected improvements of the industry in addition to the facts mentioned earlier in this 
note, give us confidence to forecast Pioneer’s gross margins to gradually improve from 12% 
to 15% during 2012 – 2016 as we see recovery in the UAE market in terms of volume and 
prices during the forecasted period. At the group level, we see EBITDA margins to be stable 
at an average of 32% during the forecasted period. 
 

Dividends yields, the investors’ focal point 
With a current dividend yield of 5.7%, RCC stock is an investors’ pick. We think that with the 
stock at current attractive price levels, taking into consideration the healthy future of the 
industry, RCC’s stock will remain a healthy dividend yield stock. 

 
 

Q4’11 Performance 
 
The increase in cement volume sales at the group level, the better contribution of the 
subsidiary and the ability to maintain local selling prices at around RO 26.8 per ton in Q4’11 (a 
slight decline of 0.5% q-o-q) , all have resulted in 10% q-o-q improvement in the group sales 
at RO 21.4mn compared with RO 19.2mn in Q3’11.  
 
RCC’s standalone cement sales increased by 11.5% q-o-q to 0.521mn tons supported by 
better local demand and improvement in export markets, which constitutes 37% of the total 
parent‘s cement sales in Q4’11, a reflection of the soundness of the company’s strategy to 
explore new stable markets especially in East Africa.  
 
The subsidiary’s total sales (clinker & cement) stood at 1.5mn tons for FY’11, representing 
around 40% of total group sales (after excluding the inter company selling of 0.23mn tons). 
This significant percentage goes in sync with RCC’s acquisition strategy of Pioneer, which is 
expanding its presence in Oman’s Northern-region market and benefiting from any 
opportunity arising in the UAE, a factor is likely to come into play soon due to the recent rise 
in selling prices there. 
 
In terms of value, the parent company’s EBITDA margin increased to 41.6% q-o-q in Q4’11 
against 31.5% in Q3’11 mainly due to the drop of cost of sales as a percentage of sales (-1,290 
basis points) as a result of lower imported cement (especially from the subsidiary), lower 
employee expenses and decline in shipping costs (-52% q-o-q which supports the RCC’ view of 
acquiring Pioneer). The PBT increased by 98% q-o-q to RO 5.1mn in Q4’11, including 
investment income and share of profits in associate.  
 
At the group level, EBITDA margin notably improved to 33.5% in Q4’11 compared with 27.4% 
in Q3’11, supported by higher revenue and lower cost of sales within the same period. The 
consolidated PBT stood at RO 5.3mn in Q4’11, the best quarter in FY’11.  
 
 
 
 



 
 
 
 

Valuation & Recommendation  
 

RO'000 2012e 2013e 2014e

NOPAT 18,073 19,186 19,893

Add depreciation 6,481 6,558 6,631

Add: change in working capital 3,929 2,208 2,634

Less: capex -2,116 -1,761 -1,878

FCF 26,367 26,191 27,280

Terminal growth rate 1.5%

Total enterprise value 191,559

Value/share RO 0.958

Premium/(Discount) 9.09%

Market price per share RO 0.878

Risk Free Rate 5%

Beta 1.149

Equity premium 8%

Cost of equity 14%

Cost of debt 4.50%

Cost of Capital (WACC) 11.26%  
Source: OABINVEST, Bloomberg 
 

Based on our DCF valuation model, RCC’s fair value target price is RO 0.958, indicating an 
upside of 9.1% from current market price. In light of the better performance in sales of 
volumes, expected healthy demand for cement in the country and the rise of selling cement 
in the UAE, we upgrade our earlier “HOLD” recommendation to “BUY” raising our target price 
from earlier RO 0.853 (Kindly refer to our latest cement report dated Dec’ 21, 2011) to RO 
0.958 per share.  
 

Key Financials 
 

Income Statement

RO'000 2011 2012e 2013e

RCC Oman 38,132 39,480 41,849

RCC Yemen and other GCC 21,410 21,450 22,523

Pioneer Cement Industry (UAE sales) 13,810 13,940 13,940

Pioneer Cement Industry (Oman sales) 10,461 9,758 9,758

Group Sales 83,813 84,628 88,069

Cost of sales 61,858 62,287 64,390

Gross Profit 21,955 22,341 23,680

Administration & general expenses -1,688 -1,804 -1,877

Other Income 104 111 116

Operating Profit (EBIT) 20,372 20,649 21,918

EBITDA 26,374 27,129 28,476

Profit before tax  PBT 17,042 18,420 20,552

Taxation -2,093 -2,210 -2,466

Net profit PAT 14,949 16,210 18,086  
 

Cash Flow Statement

RO'000 2011 2012e 2013e

Net cash from operating activities 26,414 28,899 28,593

Net cash used in investing activities 3,080 3,706 -1,536

Net cash (used in) financing activities -31,299 -33,647 -28,603

Net (decrease) / increase in cash and cash equivalents -1,805 -1,042 -1,545

Cash and cash equivalents at beginning of the year 5,738 3,932 2,891

Cash and cash equivalents at end of the year 3,932 2,891 1,345  
 



 
 
 
 

Balance Sheet

RO'000 2011 2012e 2013e

Total non-current assets 149,220 142,723 137,900

Total current assets 39,854 30,998 27,592

TOTAL ASSETS 189,074 173,721 165,492

Total current liabilities 36,316 31,879 32,426

Total long term liabilities 50,351 33,290 16,479

TOTAL LIABILITIES 86,667 65,170 48,905

EQUITY 102,408 108,552 116,588  
 
 
Key Ratios 2011 2012e 2013e

Profitablity Ratios

Gross Margins % 26.2% 26.4% 26.9%

EBITDA MArgins% 31.5% 32.1% 32.3%

EBIT Margins% 24.3% 24.4% 24.9%

PBT Margins% 20.3% 21.8% 23.3%

Net Margins % 17.8% 19.2% 20.5%

Return on Equity % 14.2% 15.4% 16.1%

Return on Assets % 7.9% 8.9% 10.7%

Efficiency measurements

Current Ratio 1.10 0.97 0.85

Quick Ratio 0.66 0.57 0.53

Asset turnover ratio (x) 0.44 0.49 0.53

Inventory Turnover (x) 5.29 6.67 8.33

Inventory days 69.00 54.75 43.80

Receivables turnover 9.89 11.11 11.11

Account receivables days / Collection period 36.90 32.85 32.85

Payables / Creditor turnover 5.51 5.62 5.64

Account payable days 66.2 65.0 64.7

Per share measurement

EPS Basic (RO) 0.075 0.081 0.090

DPS  (RO) 0.050 0.050 0.050

FCF per share (RO) 0.090 0.132 0.131

Operating CF/share (RO) 0.132 0.144 0.143

BV per share 0.512 0.543 0.583

Leverage measurements 

Gross debt/equity (%) 63.8% 43.4% 26.0%

Leverage (%) 175.9% 76.7% 35.1%

Debt/assets (%) 34.5% 27.1% 18.3%

Cash/assets (%) 2.1% 1.7% 0.8%

Dividend cover (x) 0.67 0.62 0.56

Dividend yield (%) 5.7% 5.7% 5.7%

Dividend pay-out ratio (%) 66.9% 62.0% 55.5%

Valuation Ratios

PE (X) 11.75 10.83 9.71

P/B (X) 1.71 1.62 1.51  
Source: OABINVEST, Company’s Financials 
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