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Results Update

•	 Sales of aerated concrete segment (prior to removing minority interest and inter-company 
transactions) contributed KD13.2mn in 2006, contributing 17.3% of the total revenues 
during the year. Revenues from housing development contributed KD14.4mn in 2006, 
contributing 18.9% of the total revenues during the year. Lastly, revenues from contracting 
contributed KD48.6mn in 2006, contributing 63.7% of the total revenues during the 
year. 

•	 However the company’s performance in 1H-2007 was not satisfactory. The company had 
revenues of KD17.0mn in the first six months of 2007, down 5.0% year-on-year (y-o-y). 
All the segments saw a decline in the revenues in 1H-2007. The gross profit of KD3.8mn 
was down 32.1% y-o-y, with a gross profit margin of 22.5%, as against 31.5% in first half 
of 2006. The company’s net profit during the period of KD4.8mn (after minority interest) 
was up 33.3% y-o-y. 

•	 The value of ACICO’s shares derived from the weighted average of the DCF and relative 
valuation methods is 517 fils per share. The stock closed at 465 fils on the KSE at the 
end of trading on August 19, 2007, which implies that the weighted average value of 
ACICO’s shares is at a premium of 11.1% to the share’s current market price. At their 
current price, ACICO’s shares are trading at a P/E multiple of 6.7x the 2006 earnings, and 
forward multiples of 9.7x and 7.7x the projected 2007 and 2008 earnings respectively. 
We, therefore, recommend a ‘BUY’ on the ACICO stock at its prevailing price levels 
with a medium-term perspective. 

Key Data Highlights

•	 The performance of Aerated Concrete Industries 
Company KSC (ACICO) in 2006 was above our 
expectations. The total revenues of the company in 
2006 reached KD54.5mn as against our estimates 
of KD46.6mn made in our previous report in 
September’2006. The company reported net profit 
of KD13.3mn in FY2006 as compared to KD7.3mn 
estimated in our previous report. 

CMP# (fils)

EPS* (fils)

BVPS* (fils)

P/E*

P/BV*

12M Avg. vol. 

52 week Lo / Hi (fils)

465

47.9

340.5

9.7

1.4

288,948

440/540

Source: Global Research

 #As on August 19th , 2007   *2007 Projected
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Recent Developments

•	 During May’2007, ACICO International Contracting (subsidiary of ACICO) signed a 
contract with Nakheel to design and build 134 town houses at Gardens, Jebel Ali. The 
project is valued at AED96mn and will be completed in 12 months time.

•	 ACICO in association with JAL Hotel Co Ltd, a subsidiary of Japan Airlines, has opened 
a new 5-star hotel and resort in Dibba, Fujairah during May’2007. Hotel JAL Fujairah 
Resort and Spa is a joint Kuwaiti and Japanese project built at a cost of AED213mn. 
ACICO owns JAL Fujairah Resort and Spa, whereas the hotel will be operated by JAL 
Hotel Co Ltd. 

•	 Al Masaken International was established in late 2006 to continue the operations of Al 
Masaken Division, hitherto operating under ACICO. Al Masaken is involved in activities 
relating to acquisition, owning, developing and selling real estate and land, within Kuwait 
and abroad as well as to organize real estate exhibitions related to the company’s projects. 
Al Masaken is an investment arm for ACICO for real estate development in using aerated 
concrete. 

•	 ACICO got listed on the Dubai Financial Market (DFM) during October 2006. The 
company was already listed in Kuwait market. As per the management of the company, 
the listing at DFM was intended to elevate its status and recognition in GCC markets and 
in addition provide greater liquidity to investors.

•	 During July’2006, the shareholders of ACICO International for Real Estate Development 
K.S.C. (which was one of the subsidiary of ACICO) approved the optional liquidation 
of the company and also approved sale of assets and liabilities to ACICO for a sum 
of KD25.4mn. Prior to liquidation, ACICO’s stake in the company was 53.4% and it 
was classified as investment in unconsolidated subsidiary. This transaction resulted in an 
increase in assets of ACICO by about KD23mn.

•	 On account of the above transaction, the shareholders of ACICO approved increasing 
the company’s authorized and paid up capital from KD14.7mn to KD18.6mn by issuing 
38.8mn shares representing 100 fils par value with 211 fils share premium which was 
subscribed by the remaining 46.6% of the shareholders of ACICO International for Real 
Estate Development K.S.C. 

Financial Performance – FY2006 

•	 The company’s total operational revenues was KD54.5mn for the year ended December 
2006, an increase of 60.1% from KD34.0mn in the previous year. Prior to removing 
minority interest and inter-company transactions, the total revenue of the company was 
KD76.2mn in 2006, up 74.4% from KD43.7mn in 2005. The growth in total revenues in 
2006 was mainly driven by the contracting business segment. 

•	 Sales of aerated concrete segment contributed KD13.2mn in 2006 (down 2.9% from 
KD13.6mn in 2005), contributing 17.3% of the total revenues during the year. Revenues 
from housing development contributed KD14.4mn in 2006 (up 65.2% from KD8.7mn 
in 2005), contributing 18.9% of the total revenues during the year. Lastly, revenues 
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from contracting contributed KD48.6mn in 2006 (up 127.6% from KD21.3mn in 2005), 
contributing 63.7% of the total revenues during the year. Contracting remained the major 
revenue earner for the company and its share in the total revenues has gone up while that 
of aerated concrete has gone down in 2006. 

•	 The total cost of production of the company was KD41.6mn for the year ended December 
2006, more than double of that in the previous year. The gross profit declined by 2.9% to 
KD12.9mn in 2006, down from KD13.2mn in 2005. As a result of a huge escalation in the 
cost of sales, the gross profit margin declined significantly to 23.6% in 2006 from 38.9% 
in 2005. 

•	 The salaries and employees’ benefits declined by 22.6% during the year, from KD3.7mn in 
2005 to KD2.8mn in 2006. As a percentage of the operational revenues, the staff expenses 
have declined to 5.2% in 2006, down from 10.7% in 2005. General & administrative 
expenses saw an increase of 78.8% to KD1.7mn in 2006, up from KD0.97mn in the 
preceding year. As a percentage of the operational revenues, these expenses increased 
from 2.8% in 2005 to 3.2% in 2006. The operating profit increased by 1.3% to KD7.3mn 
in 2006, up from KD7.2mn in 2005. The operating profit margin declined to 13.3% in 
2006 from 21.0% in 2005. 

•	 The company realized a gain of KD5mn from the sale of projects under construction. 
This was on account of the sale of a building in the Dubai Healthcare City. Change in fair 
value of investment property yielded KD3.1mn in 2006, a ten-fold increase over 2005. 
As a result, the net profit of the company increased by 68.8% to KD13.3mn in 2006 from 
KD7.9mn in 2005. The net profit margin improved from 23.2% in 2005 to 24.5% in 2006. 
The company declared 50% cash dividend and 5% bonus shares for 2006. 

•	 The total assets of the company rose by 35.7% to KD109.0mn at the end of 2006. This 
significant increase in the asset level was mainly due to transfer of assets from ACICO 
International for Real Estate Development, which was liquidated. This transaction 
resulted in an increase in assets of ACICO by about KD23mn. The total current assets 
increased by 8.9% during the year. However the level of accounts receivable came down 
from 94 days in 2005 to 69 days in 2006. Similarly the level of inventory also came down 
from 41 days in 2005 to 23 days in 2006. There was a significant rise in projects under 
construction, which was mainly due to transfer of assets from ACICO International for 
Real Estate Development.   

•	 On the liabilities side, the level of accounts payable declined significantly to 55 days in 
2006, down from 102 days in 2005. Long-term loans saw a rise of 130.4% to KD17.3mn 
from the end of the previous year. The average cost of debt declined to 5.7% in 2006 
from 6.4% in the previous year. The owners’ equity rose during the year by 26.5% to 
KD53.4mn.

Financial Performance in the First Half of 2007

•	 The company had revenue of KD17.0mn in the first six months of 2007, down 5.0% y-
o-y. All the segments saw a decline in the revenues in 1H-2007. Prior to eliminating the 
inter-company transactions, the aerated concrete segment registered a revenue decline of 
22.9%, real estate revenue saw a decline of 97.4% and contracting segment witnessed a 
revenue decline of 5.2% on a y-o-y basis during the period. The total cost of operations 
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of KD13.2mn was up 7.4% y-o-y. The gross profit of KD3.8mn was down 32.1% y-o-y, 
with a gross profit margin of 22.5%, as against 31.5% in first half of 2006. 

•	 General and administrative expenses during the period of KD1.4mn were up 61.9% 
y-o-y, while selling expenses of KD0.4mn were down 27.9% y-o-y. Gain on sale of 
investment property was KD1.2mn during the period, whereas change in fair value of 
investment properties contributed KD2.0mn. The company’s net profit during the period 
of KD4.8mn was up 33.3% y-o-y. Though the net profit increased during the period, it 
was mainly driven by the non-operating income. 

Table 1: Results Summary-1H-2007
Amounts in KD 1H -2006 1H -2007 % 

Change
Operational Revenue 17,905,028 17,005,936 -5.0%
Cost of Production (12,263,105) (13,173,973) 7.4%
Gross Profit 5,641,923 3,831,963 -32.1%
General & Administrative Expenses (882,787) (1,429,631) 61.9%
Selling Expenses (549,916) (396,579) -27.9%
Operating Profit 3,950,399 1,810,099 -54.2%
Other Income 510,873 273,800 -46.4%
Gain on Sale of Investment Property - 1,239,631 -   
Unrealized Gain from Investments 426,950 -   -
Interest Expenses (1,011,627) (507,202) -49.9%
Change in the Fair Value of Investment Property - 1,971,125 -
Net Profit 3,592,986 4,788,990 33.3%

Source: Company Reports & Global Research

•	 The total assets of the company of KD122.0mn were up 11.9% from the end of 2006. 
Accounts receivable rose by 32.9% during the period. The projects under construction 
of KD63.8mn were higher by 32.3% from that at the end of 2006. On the liabilities side, 
bank loans went up by 45.4% to KD50.3mn at the end of the period. The period also saw 
the share capital of the company rising with the issue of shares to shareholders of ACICO 
International for Real Estate Development and the addition of the 5% stock bonus of the 
previous year. The paid-up capital of the company stood at KD19.5mn at the end of June 
2007, whereas the owners’ equity increased to KD61.4mn, up 14.8% from the end of 
2006.

 Outlook and Valuation

•	 During the year 2006, the company acquired the assets of ACICO International for Real 
Estate Development K.S.C. The company expects this acquisition to earn a steady inflow 
of revenue through management of several investment properties under construction 
including luxurious hotel and resort facilities that are expected to be operational soon. 

•	 The company’s aerated concrete manufacturing plants in Saudi Arabia and Qatar are 
expected to be operational in 2007. 

•	 We expect the total revenues of the company to decline in 2007. However we estimate 
that the revenues of ACICO will increase from 2008 onwards. The contracting segment 
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will continue to be growth driver of the company in coming years. The revenue growth of 
aerated concrete segment is expected to accelerate once the facilities in Saudi Arabia and 
Qatar become operational.  

•	 The value of ACICO’s shares derived from the weighted average of the DCF and relative 
valuation methods is 517 fils per share. The stock closed at 465 fils on the KSE at the 
end of trading on August 19, 2007, which implies that the weighted average value of 
ACICO’s shares is at a premium of 11.1% to the share’s current market price. At their 
current price, ACICO’s shares are trading at a P/E multiple of 6.7x the 2006 earnings, and 
forward multiples of 9.7x and 7.7x the projected 2007 and 2008 earnings respectively. 
We, therefore, recommend a ‘BUY’ on the ACICO stock at its prevailing price levels 
with a medium-term perspective.
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FACT SHEET
AERATED CONCRETE INDUSTRIES CO. KSC

2004 2005 2006 2007 (F) 2008 (F) 2009 (F) 2010 (F)
Profitability Ratios
       - Total Assets Turnover (x)  0.7  0.4  0.6  0.4  0.4  0.4  0.5 
       - Total Net Fixed Assets Turnover (x)  4.1  2.6  3.6  3.3  3.8  4.4  5.1 
       - Equity Turnover (x)  1.4  0.8  1.1  0.8  0.9  1.1  1.1 
       - Gross Profit Margin (%)  28.5  38.9  23.6  23.9  25.6  27.7  28.1 
       - Operating Margin (%)  17.0  21.0  13.3  10.6  13.6  16.9  17.7 
       - Net Profit Margin (%)  26.4  23.2  24.5  18.9  19.4  22.0  23.0 
       - Return on Average Assets (%)  18.6  10.4  14.1  7.3  7.5  9.2  10.8 
       - Return on Average Equity (%)  37.5  19.5  27.9  15.5  17.5  23.2  25.8 
       - Return on Common Capital (%)  108.1  64.8  98.2  54.1  60.1  84.7  106.0  

 Liquidity Ratios
      - Current Ratio (x)  1.1  0.9  1.2  0.7  0.6  0.6  0.7 
      - Quick Ratio (x)  1.0  0.8  1.1  0.6  0.5  0.6  0.6 
      - Inventory stock (days)  25  41  23  25  23  23  22 
      - Receivables outstanding (days)  42  94  69  87  83  79  73 
      - Length of operating cycle (days)  67  135  92  112  106  102  95 
      - Payables outstanding (days)  56  102  55  59  57  62  67 
      - Length of cash cycle (days)  11  33  36  53  49  40  28 

Activity Ratios
       - Inventory Turnover Ratio (x)  14.6  8.8  16.2  14.7  16.0  16.0  16.6 
       - Debtor turnover Ratio (x)  8.7  3.9  5.3  4.2  4.4  4.6  5.0 
       - Creditors Turnover Ratio (x)  6.5  3.6  6.6  6.2  6.4  5.9  5.5 

Leverage Ratios
        - Current Liability / Equity (x)  0.7  0.7  0.5  0.8  1.0  1.0  0.8 
        - Debt / Equity (x)  0.7  0.7  0.6  1.0  1.3  1.3  1.0 

Ratios Used for Valuation
        - EPS (fils)  59.7  40.9  69.1  47.9  60.6  85.4  106.9 
        - Book Value Per Share (fils)  201.0  218.5  276.4  340.5  350.7  385.7  442.2 
        - Dividend Payout Ratio (%) 46.3% 78.7% 69.3% 105.4% 83.2% 59.1% 47.2%
        - Market Price (KD) *  0.581  0.586  0.443  0.465  0.465  0.465  0.465 
        - P/E Ratio (x)  9.7  14.3  6.4  9.7  7.7  5.4  4.3 
        - P/BV (x)  2.9  2.7  1.6  1.4  1.3  1.2  1.1 
        - Dividend Yield (%) 4.8% 5.5% 10.8% 10.8% 10.8% 10.8% 10.8%
* Market price for 2007 and subsequent years as on August 19, 2007.
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Global accepts no liability for any loss arising from the use of this document or its contents or otherwise 
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subscribe for or purchase any securities, and neither this document nor anything contained herein shall form 
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