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Superb 1H-09 results; Stock returns 39% - What next?
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Business Sinai Cement (SCEM) was established in 1977 and got listed on the
Egyptian stock exchange in July 2000. SCEM enjoys a market share of ¢.8% in the
domestic market. It has two lines of production with a desgined capacity of 3 mt

p.a.SCEM owns 25.4% stake in Sinai White Cement and has established a wholly | 1500000
owned subsidiary (99.9%) in the form of Sinai Cement for Services for providing after

sales services to its domestic clientele.
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Update
Sinai Cement (SCEM) declared its first half results ended June-09. Though
limited information is available at this point on the sales volume and the
average cement prices, our initial assessment suggests better than
expected performance compared to our estimates. Revenues were broadly
in line with our estimates, with gross profit margin of 55.1% as compared to
our FY-09 estimate of 54.2%. However, the operating margins surprised us
positively with a huge variance of 460bps, explaining the better than
expected performance. Much of the benefit has emanated from superior
economies of scale, in our view. Selling, general and administrative
expenses declined to 5.2% of total revenues in 1H-09, lower by 240bps from
FY-08 and lower by 420bps compared to our FY-0 9 e st i
consistency in profitability is worth highlighting with its 1H-09 operating
margin at 44.6%, very close to its five year average. SCEM has converted
42.5% of its sales into free cash flow in 1H-09 as envisaged in our initiation
report; this is twice that of FY-08. We continue to expect that SCEM will
convert sales in excess of 40% into free cash flows over the next two years
as well.

Considering the robust results we upgrade our earnings forecasts to
incorporate 5% improvement in our price realization assumption for FY-09
(in the backdrop of the buoyancy in domestic demand) and 300bps
improvement in operating margins, factoring the benefits of superior
economies of scale. Cumulative results of the above and higher non-
operating income (owing to higher than expected interest income) would
lead to 14% upgrade in our net income forecasts for FY-09 and 17% for FY-
10.

17-August2009

1HFY2009 Results Summary

mat e.

Fig. in EGP mn. 2QFY2009 QoQ  YoY | 1HFY2009 YoY | FY2009E
Revenues 402 78 1003 75 1042 1515
Gross Profit 232 184 764 421 663 825
GP Margin (%) 57.6 52 (18) 551 (125) 545
EBITDA 209 22 816 B1 T3 726
EBITDA Margin (%) 52.1 61 (54) 491 (94) 479
EBIT 191 45 815 345 695 651
EBIT Margin (%) 476 64 (49 46 (1) 429
PAT 193 27 827 31 729 662
PAT Margin (%) 48.1 58  (46) 453 (82 437
SCEMOb s

We initiated coverage on Sinai Cement on 14t June, 2009 while the stock
was at EGP 63.8. We had rated SCEM with four stars and our opinion was
@airly undervalueddwi t h a O Hi ghd mar g itime,
SCEM declared a special dividend of EGP 8.5 per share. Subsequently, the
stock went ex-dividend on 20t July, 2009. The most recent stock price is
EGP 8. That 0 $tal etumfB9%dinciuding dividends) over a
period of just two months.

Based on our upgraded earnings forecasts for FY-10, we now upgrade
SCEM&6s intrinsic worth betwee
114 (best case). (Refer to Table 1 on next page) The recent stock price is at

a 16.7% discount to our base case intrinsic value. We now ascribe three
stars to SCEM and our opinion is ,, Adervalued” with a,, M e dmarginnof*
safety rating.
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Sinai Cement

Assuming we bought the stock at EGP 63.8 (while initiating coverage); our However, we would further add on to our position if the stock reaches EGP
investment would have earned a handsome return of 39%. What next? We 77 and below.

would still continue to hold on to our position considering a reasonable 19%

upside from here, based on our revised base case intrinsic value of EGP 96.

Table 1: Intrinsic Value Range

Intrinsic Value Calculations EV/EBITDA multiple Weights

(i) Based on TTM EBITDA 4.0 4.5

FY10E EBITDA 657

FY10E Cash 628

Enterprise Value 2,627 2,955

Intrinsic Value 3,255 3,584

Intrinsic Value/share 93 102 25%
P/E multiple

(i) Based on TTM EPS 5.0 6.0

FY10E EPS 8.3

Intrinsic Value/share 83 99 15%
P/B multiple

(iii) Based on TTM Book Value 15 1.8

FY10E BV 312

Intrinsic Value/share 93 112 10%
Low Close

(iv) Based on historical P/E band 6.4 7.3

Intrinsic Value/share 105 121 15%
Low Close

(v) Based on historical P/B band 1.0 1.2

Intrinsic Value/share 62 76 10%
Low Close

(vi) Based on historical EV/EBITDA band 5.1 7.0

Intrinsic Value 3999 5,194

Intrinsic Value/share 114 148 25%

Intrinsic Value Range 96 114 100%
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Sinai Cement

Income Statement Summary (EGP mn)

Y/E 31 Dec FY06 FY07 FY08 FYO9E FY10E
Revenue 540 656 906 1,515 1,425
EBITDA 318 375 471 726 657
EBIT 282 337 433 651 571
Interest Expense - - -

Depreciation 36 37 38 75 86
PBT 287 342 414 662 578
Taxes - - -

Net Profit 287 342 414 662 578

Balance Sheet Summary (EGP mn)

Y/E 31 Dec FY06 FYO07 FY08 FYO9E FY10E
Cash & Cash Equivalents 177 19 117 376 628
Sundry Debtors 20 20 35 55 53
Inventories 39 53 78 135 122
Other Current Assets 14 31 55 7 76
Fixed Assets 672 1,151 1,371 1,504 1,498
Other term assets 55 80 103 108 114
Total Assets 977 1,354 1,760 2,254 2,491
Short term Debt - - - -

Sundry Creditors 39 70 81 128 122
Other Current Liabilities 21 88 120 180 177
Long term debt - - - -

Other long term liabilities 3 1 11 1 11
Networth 913 1,195 1,548 1,936 2,181
Total Liability & equity 977 1,354 1,760 2,254 2,491

Cashflow Summary (EGP mn)

Y/E 31 Dec FY06 FY07 FY08 FY09E FY10E
Net Income 287 342 414 662 578
Depreciation & Amortisation 36 37 38 75 86
Changes in Working Capital 4 61 (16) W) (1
Non cash items 8 8 3 9 10
Operating Cash Flow 335 447 439 746 672
Capital expenditure (152) (517) (259) (133) 6
Free Cash Flow 183 (70) 180 613 678
Dividends Paid (48) (60) (61) (350) (420)
Net change in cash 113 (156) 98 258 253
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Sinai Cement

Ratio Analysis

Y/E 31 Dec FY06 FYO07 FY08 FYO9E FY10E
Revenue growth (%) 28.3 215 38.1 67.2 (5.9)
EBITDA growth (%) 38.4 17.8 257 54.1 (9.5)
EBIT growth (%) 46.5 19.6 284 50.2 (12.3)
EBITDA Margin (%) 58.9 571 52.0 47.9 46.1
EBIT Margin (%) 52.2 514 47.8 42.9 40.0
Net Profit Margin (%) 531 52.0 457 437 40.5
Dividend Payout (%) 15.3 12.8 12.7 52.8 72.7
Tax rate (%) - - -

Net Debt/Equity (%) - - -

Return on Equity (%) 36.1 324 26.6 38.0 28.1
Return on Assets (%) 33.8 29.3 26.6 33.0 243
Return on Invested Capital (%) 41.2 30.8 324 44.5 39.3

FinanciaSBummary

Y/E 31 Dec FY06 FYO07 FYO08 FYQO9E FY10E
Revenues (EGP mn) 540 656 906 1,515 1,425
EBITDA (EGP mn) 318 375 471 726 657
EBITDA Margins (%) 58.9 571 52.0 47.9 46.1
Reported PAT (EGP mn) 287 342 414 662 578
EPS (EGP) 8.2 9.8 11.8 9.5 8.3
Growth (%) 571.7 19.1 213 (20.0) (12.8)
PER (x) 72 73 29 42 438
DPS (EGP) 1.3 1.3 10.0 5.0 6.0
Dividend Yield (%) 2.1 1.8 28.9 12.5 15.0
ROE (%) 36.1 324 30.2 38.0 28.1
EV/EBITDA (x) 5.9 6.6 23 33 33
Price/Book (x) 23 21 0.8 1.4 1.3
EViton 1,261 1,642 547 808 724
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Sinai Cement

Investment thesis 14June2009
Sinai Cement Company (SCEM) is one of the most profitable cement
company operating in Egypt, with a production capacity of 3 mt p.a. SCEM
produces the best quality cement (52.5 N) in Egypt, with competition from
only one local producer, Misr Beni Suef Cement (MBSC) albeit with a lower
production capacity of 1.5 mt pa. Better quality of its output creates a
significant competitive advantage for SCEM, in our view, in a pure
commodity play like cement. Further, SCEM has been able to withstand the
threat of cheaper Turkish imports to a large extent by virtue of its superior
quality despite a significant price differential.

Cement consumption in Egypt grew at 11% CAGR over FY04-08, with
consumption growth reaching 14.7% (Year-on-Year) in FY08. Cement
production, on the other hand grew at 8% CAGR in the comparable period
and grew by 6% in FY08. The recent positive trend in domestic cement
consumption, particularly in the backdrop of the global slowdown, remains
encouraging in our view. In the first 9 months of the current fiscal, cement
consumption grew by a healthy 14% Y-o0-Y, as compared to an 8% growth in
cement producti on. Hence,
of 1.5 mt p.a. (coming on stream in August, 2008) has enabled it to leverage
further on the strong domestic demand.

The role of the Egyptian government has been crucial for the sustenance of
local demand. The government with its reforms bent of mind has been
investing in infrastructure projects like bridges and roadways. Planned
investments in transportation and storage are LE 157bn and LE 24bn for
building and construction during the Sixth Five Year Plan (2007/08-2011/12)

During the Sixth Five Year Plan, 1.3 mn housing units are targeted to be
established with 0.9 mn in urban areas, and balance in rural and reclaimed
areas. The Government has also earmarked LE 4bn for establishment of
400 villages in inland desert areas of Sinai, New Valley, Northern Coast &
Red Sea. Hence, the infrastructure thrust would ensure demand growth in
the range of 10-12% over the next two-three years, in our view.

The Egyptian Government has imposed a ban on grey cement exports since
April 2008. However, in case of removal of the ban on exports, SCEM is
uniquely placed to capitalize owing to its proximity to Gaza & Syria. Gaza is
located within a distance of 30-4 Ok ms f r om SCEMG6s
export potential. International donors have pledged USD 4.5bn for rebuilding
Gaza after |l srael s recent
benefitimmensely, we believe.

SCEM has a very strong parentage, with Vicat Group of France owning 40%
of SCEM. Vicat Group owns 12 cement plants (5 in France, 2 in USA, 2 in
Turkey, 1 in Senegal, 1 in Switzerland and 1 in Egypt) with a production
capacity of 21 mt p.a. SCEM has been the most profitable company within

S C E Mast.

Vicat Group with its EBITDA well in excess of 40% of the internally
budgeted figure and
i mportantly, SCEM <can
geographies for higher export opportunities in the event of a major
slowdown in domestic consumption.

SCEM enjoys very high profitability among the Egyptian cement companies
with EBITDA margins (TTM) as high as 49%, compared to average of 39%
for the sector. Proximity to raw materials underscores its superior
profitability, in our Vview.

the plant, with reserves assured for over the next 100 years. Likewise,
SCEMés <c¢clay quarry is
Limestone and clay comprise 70% of the raw material cost for SCEM.
SCEM procures iron ore and sand (accounting for 20% of raw materials
cost) from Alexandria and North of Sinai respectively. Moreover, Sinai is rich
in natural resources with multiple sources of energy, thereby fulfilling
SCEMbés fuel and gas
local gas suppliers located at Al Arish at a mere distance of 4kms from its
second facility with

The global financial crisis bodes well for local players with strong liquidity
position as they might get an opportunity to pick up attractive assets with
MNC players like Lafarge & Cemex selling local assets. SCEM is
comfortably placed by virtue of its strong liquidity with LE 250 mn in cash
and bank balances. Otherwise, we expect the dividend payout for SCEM to
improve significantly, resulting in dividend yield rising from 3% in 2008 to
16% in 2009.

Risk

Egypt 0s
reach 60 mt p.a. by 2011. Egypt would, therefore, in all probability even
surpass Saudi Arabi ads
next two-three years. This might lead to excess supply scenario in 2011,

current cement

considering the current growth witnessed in domestic consumption.
However, the situation might improve with the removal of ban on cement
exports.

The risk weighing large on SCEM in the near term is the threat of imports
frolm 8andi Araba; with an stalfedecapagity oh40.59mé p.a. Saudi Arabian
players enjoy the benefits of subsidized fuel leading to lower cost of

62% as compared to 49% for SCEM, thereby increasing their price
competitiveness significantly. The Saudi Government has imposed ban on
exporting of cement/clinker (with the exception of Bahrain) since June 2008.
Cementexpor t s till April 6809
by 83% Y-0-Y with only two companies, Saudi Cement and Eastern Cement
being allowed to export cement. Recently, Northern Region Cement
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Sinai Cement

Company has also been allowed to export cement at a reported selling price
of SAR 200/ton. Domestic demand has remained buoyant resulting in 14%
Y-0-Y growth in cement sales between January-April 2009, up from 11% in
FY 2008. The ongoing construction projects (including the development of
six planned economic cities), public infrastructure projects and investments

Financial Overview
GrowthS CE M6 s
With the buoyant domestic demand and its second facility being operational,
we forecast a 23% growth in revenues over the next two years.

annual revenue

growt h ¢

in sectors like power, utilities & petrochemicals would aid in sustenance of ProfitabilitySCEM6 s oper at i n ghigmwhritspyears hav

the domestic demand. However, any delay/closure of the ongoing projects average at 46%. We expect its operating margins to decline to 36% over the

owing to the global liquidity squeeze would have negative repercussions on next two years, owing to decline in price realizations. Nevertheless, return

the domestic cement sector, which would in turn, necessitate a removal of on invested capital would still average 38% despite the decline in its

ban on cement exports. operating margins.

Bulls Argument Financial Healtt8CEM possesses a rock-solid balance sheet with a debt

f SCEMis the producer of the best quality cement in Egypt making it the free status. The expansion of its second facility has been entirely financed
preferred vendor for notable developers for various prestigious by its internal accruals. SCEM has declared a 100% stock dividend in
projects. November 2008, which underlines its sound financial health. SCEM has

1 SCEM6s working capital requi Meeh8%ofitssalegiptodee cagh flow in 2008 gndywe gxpeckitrisptp o4 1y j | |
funding its daily financial needs. 40% over the next two years.

M SCEMés expansion of its second facility with capacity of 1.5
been entirely funded out of its internal accruals. Company Overview

f SCEM6s superior profitabil i tS¢EM wasoegtablighed in 9% @ind got disted 1pn the HEgyRtian Sogks t r i b
eamnings and thereby, higher dividend payout. Exchange in July 2000. SCEM currently enjoys a market share of 8% in the

1 SCEMés strong liquidity posi fomegigmarkstang youldyreach 8.5% py end pf 20094SCEM fag wq a1 1 |

pick up attractive assets at opportune time.

Bears Argument

9 Delay/closure of ongoing construction activities would put pressure on
price realizations of domestic players.

1 Government interventions like fixing of price ceilings, rise in energy
costs, etc. might hurt domestic players like SCEM.

1 Cheaper imports from Saudi Arabia would have negative
repercussions on SCEMo6s

9 EBITDA margins as high as 49% would not be sustainable and trend
downwards to a normalized 30-35% range in the future.

1 SCEM currently pays no tax because of its plant location at Sinai. The
tax benefit will last for two more years till 2011 and thereafter, it will be
subject to corporate tax rate at 20%.

pric

lines of production with a capacity of 3 mt p.a. The first line started
operations 9 years ago, while its second facility became operational in
August, 2008. The first line has a designed capacity of 4,200 tpd and is
currently operating at 5,100 tpd. Similarly, the second line is operating at a
much higher 5,400 tpd against a designed capacity of 4,200 tpd. SCEM has
produced 1.5 mt of cement in the first five months of 2009 and the
management is confident of reaching the 3 mt in the remaining period of the
current fiscal. Daily production stands at 10,000 tpd and 1,500-2,000 tpd of
gulk Ice@egt Iculrrerzwtl\éi ¥vit|h %aill){ galgs hovering in the range of 11,500-
12,000 tpd. The management expects a further pickup in daily sales to
13,000 tpd after four months with 2 additional cement mills (currently 2)
becoming operational. SCEM has 6 packaging machines with a capacity of
100 tons/hr, out of which 4 caters to the old facility and the balance to the
new line of production. SCEM owns 25.4% stake in Sinai White Cement and
has established a wholly owned subsidiary (99.9%) in the form of Sinai
Cement for Services for providing after sales services to its domestic
clientele.
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