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Exhibit: IGI Cement Coverage Companies Estimated Cements

Farnings and Bividend Payout Lower retentions and elevated input costs
Scrip Fris_Fv17_voy _ops _ pull FY18E earnings down by 5%YoY;
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FCCL 21 19 1% 18 DGKC and FCCL to lead earnings growth
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LUCK 377 423 -11% 8.0 e  We preview annual financial results for |Gl cement coverage companies
MLCF 71 80  -11% 25 for FY18 wherein we expect profitability to decline by 5%YoY. On a
KOHC 18.6 229 -19% 4.0 company wise basis, we expect DGKC, FCCL, CHCC and ACPL to present
PIOC 6.8 12.8 _47% 15 earnings growth of +16%/+11%/+9%/+8% respectively.

e  On dispatches front, the recently completed financial year turned out to
be the most promising one in the country’s history with total offtakes
recorded at 45.89mn tons as against 40.32mn tons reported in the
preceding year, marking a yearly growth of ~+14%YoY.

Exhibit: Peaked coal prices coupled w ith PKR
devaluation have damaged the cost structure.

c0% Cement Prices (PKR/Ton) e Net Sales of our coverage companies grew by +7%YoY. This was largely
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30% ° In addition to lower retention prices, the sector was substantially marred
20% by a heightened cost structure situation, with average cost of producing

cement rising by +21%YoY during the year.
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e  We expect a low dividend payout from the sector provided that the
0,

0% industry is engaged in an expansionary phase and given distribution
-10% requirements have been relaxed. We expect FCCL to provide higher
20% dividends than prior year.
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primary contributors, albeit possibilities of cuts in PSDP expenditures
Exhibit: IGI Sector performance relative to owing to rising pressures over fiscal curtailment do exist.

Benchmark KSE 100 Index FY18 earnings preview: Lower retention prices and higher coal prices continue

20% to overshadow higher dispatches growth
Cement Sector KSE100 Index We preview annual financial results for |Gl cement coverage companies for FY18
0% wherein we expect profitability to decline by 5%YoY. Albeit on a quarterly basis, we

expect 4QFY18 profitability to increase by +32%YoY largely due to incorporation of
significant tax benefits ancillary to expansion plants. Although, cement dispatches

~20% remained upbeat during the year, lower retention prices and heightened cost structure
pulled earnings downwards. On an individual basis, DGKC and FCCL are expected to
-40% lead the earnings growth chart by +16%/+11% YoY respectively.
-60% Exhibit:
[T} ~ ~ ~ ~ 0o o] . . . . .
- - o g - < < IGI Cement Companies' financial highlights (PKR mn)
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a g 3 3 a > = FYI8E  FY17A  YoY 4QFY1BE  4QFY17A  YoY
Net Sales 179,852 168,684 % 44,496 40,160 11%
Gross Profits 56,732 66,317  -14% 13,809 13,903 -1%
Taxation 7,646 16,684  54% (393) 3,988 -110%
Net Profits 38,391 40,510 5% 11,061 8,382 32%
Source: PSX, Bloomberg, PBS & IGI Research )
Gross Margins (%) 315 39.3 31.0 34.6
Analyst
Effective Tax Rate (%) 135 252 (2.8) 28.7
Muhammad Saad, ACCA Net Margins (%) 213 24.0 24.9 20.9

muhammad.saad@igi.com.pk

Source: IGI Research and Company Accounts
Tel: (+92-21) 111-234-234 Ext.: 816
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A wholesome year with respect to dispatches; offtakes up by +14%YoY

On dispatches front, the recently completed financial year turned out to be the most
promising one in the country’s history with total offtakes recorded at 45.89mn tons as
against 40.32mn tons reported in the preceding year, marking a growth of ~+14%YoY.

Albeit low retention prices arrest net sales growth to +7%YoY...

Despite posting a commendable dispatches growth, the cement industry will fail to reflect
similar growth in their top line, which is expected to only grow by +7%YoY (almost half of
dispatches growth). This is largely due to the industry’s failure to pass over the impact of
enhanced FED (up by +25%YoY) in the financial year under review. Alternatively, average
cement sales prices for the year also dropped marginally by ~1%YoY to PKR 549/bag as
against PKR 553/bag in the corresponding year following heated competition by regional
players in an effort to dominate dispatches growth.

Elevated coal/FO prices and PKR devaluation will keep sector margins subdued

In addition to lower retention prices, the sector was substantially marred by a heightened
cost structure situation, with average cost of producing cement rising by +21%YoY during
the year. This was largely driven by a +20% /+9%YoY increase in coal/FO prices globally
and an average +5%YoY devaluation of PKR against the USD in addition to growing
inflationary pressures.

Company wise outperformers

On an annual basis, we expect DGKC and FCCL to lead the earnings growth chart with an
earnings growth figure of +16%/+11%YoY respectively. For DGKC, this is due to
incorporation of one-time tax credit as per section 65B of the Income Tax Ordinance
worth PKR 7.08/share in 4QFY18 taking quarter earnings up by a substantial 2.8x from its
corresponding period. Whereas for FCCL, this is driven primarily by commencement of
operations of production line Il in Oct-17, thereby improving margins. To recall, FCCL’s
production line Il was damaged due to an accident in May-16, resulting in management
procuring expensive clinker from regional players to sustain market share at the cost of
modest margins.

CHCC and ACPL bag the third and fourth position with an earnings growth of +9%/+8%
YoY. For CHCC, this is due to full year effect of expansion plant operations commenced in
mid of last year, thereby enhancing its volumetric sales and providing a lower effective
tax rate while ACPL incorporates similar one-time tax credit (as for DGKC) worth PKR
8.07/share stemming from its expansion plant coming online in early Jan-18.

All other players are expected to display negative earnings growth.

Exhibit:
FY18 Earnings Estimate (PKR/share)

4QFY18E 4QFY17A YoY FY18E FY17A YoY
DGKC 9.75 3.47 181% 21.09 18.20 16%
FCCL 0.57 0.46 22% 2.10 1.89 11%
CHCC 1.90 221 -14% 12.07 11.08 9%
ACPL 12.63 6.95 82% 28.58 26.49 8%
LUCK* 741 10.11 -27% 37.72 42.34 -11%
MLCF** 147 1.39 6% 7.14 8.04 -11%
KOHC 3.69 2.74 35% 18.55 22.94 -19%
PIOC 1.72 2.28 -25% 6.77 12.84 -47%

Source: IGl Research and Company Accounts

* Actual Result, ** Consolidated Result (Fully Diluted)
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Dividend outlook

Provided that approximately all the players (coverage companies) have entered or just
completed their expansion phase (except for FCCL) and given that the profit distribution
clause (5A) of the Income Tax Ordinance has been recently relaxed to 20% cash payout
as against 40% previously, we expect a low dividend payout in the current year.

Exhibit:
FY18 Dividend Per Share (DPS) Estimate (PKR/share)
DGKC FCCL CHCC ACPL LUCK* MLCF** KOHC PIOC

9IMFY18A . 1.00 1.00 - - 150
4QFY18E 450 075 1.50 8.50 8.00 1.00 4.00 150
FY18E Total 4.50 1.75 2.50 8.50 8.00 2.50 4.00 1.50
FY17A Total 7.50 0.90 450 1350  17.00 3.75 1400 550

Source: IGl Research and Company Accounts

* Actual Result

Sector Outlook

Cement sales are expected to continue the remarkable trend of growth in the local front
with CPEC activities and household sectors being the primary contributors, albeit
possibilities of cuts in PSDP expenditures owing to rising pressures over fiscal curtailment
do exist. A sort of pricing discipline is also anticipated to be maintained by the industry
players in an effort to sustain margins amid rising input costs and a dynamic business
environment. However, fluctuating FX, high coal prices and upward trending inflation will
counter the positive impacts.
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Important Disclaimer and Disclosures

Research Analyst(s) Certification: The Research Analyst(s) hereby certify that the views about the company/companies and the
security/securities discussed in this report accurately reflect his or her or their personal views and that he/she has not received and will
not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report. The analyst(s)
is principally responsible for the preparation of this research report and that he/she or his/her close family/relative does not own 1% or
more of a class of common equity securities of the following company/companies covered in this report.

Disclaimer: The information and opinions contained herein are prepared by IGI Finex Securities Limited and is for information purposes
only. Whilst every effort has been made to ensure that all the information (including any recommendations or opinions expressed)
contained in this document (the information) is not misleading or unreliable, IGI Finex Securities Limited makes no representation as to
the accuracy or completeness of the information. Neither, |Gl Finex Securities Limited nor any director, officer or employee of I1GI Finex
Securities Limited shall in any manner be liable or responsible for any loss that may be occasioned as consequence of a party relying on
the information. This document takes no account of the investment objectives, financial situation and particular needs of investors, who
shall seek further professional advice before making any investment decision. This document and the information may not be
reproduced, distributed or published by any recipient for any purpose. This report is not directed or intended for distribution to, or use
by any person or entity not a client of IGI Finex Securities Limited, else directed for distribution.

Rating system: IGI Finex Securities employs three tier ratings system, depending upon expected total return (return is defined as capital
gain exclusive of tax) of the security in stated time period, as follows:

Recommendation Rating System
Buy If target price on aforementioned security(ies) is more than 10%, from its last closing price(s)
Hold If target price on aforementioned security(ies) is in between -10% and 10%, from its last closing price(s)
Sell If target price on aforementioned security(ies) is less than -10%, from its last closing price(s)

Time Horizon: Dec — 2018

Valuation Methodology: The analyst(s) has used following valuation methodology to arrive at the target price of the said
security (ies):
(Discounted Cash Flow)

Risk: Investment in securities are subject to economic risk, market risk, interest rate risks, currency risks, and credit risks, political and
geopolitical risks. The performance of company (ies) covered herein might unfavorably be affected by multiple factors including,
business, economic, and political conditions. Hence, there is no assurance or guarantee that estimates, recommendation, opinion, etc.
given about the security (ies)/company (ies) in the report will be achieved.

Basic Definitions and Terminologies used: Target Price: A price target is the projected price level of a financial security stated by an
investment analyst or advisor. It represents a security's price that, if achieved, results in a trader recognizing the best possible outcome
for his investment, Last Closing: Latest closing price, Market Cap.: Market capitalization is calculated by multiplying a company's shares
outstanding by current trading price. EPS: Earnings per Share. DPS: Dividend per Share. ROE: Return on equity is the amount of net
income returned as a percentage of shareholders’ equity. P/E: Price to Earnings ratio of a company's share price to its per-share earnings.
P/B: Price to Book ratio used to compare a stock's market value to its book value. DY: The dividend yield is dividend per share, divided
by the price per share. CY/FY: Calendar/Fiscal/Financial Year. YoY/ QoQ/ MoM: Year-on-Year, Quarter-on-Quarter, Month-on-Month.
Th /Mn /Bn /Tn: Thousands/Million/Billion/Trillion.

IGI Finex Securities Limited

Research Analyst(s) U Jama

Research Identity Number: BRP009
© Copyright 2018 IGI Finex Securities Limited hitp!fwww. |Jammapunji. pk
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Suleman Ashraf Research Analyst Tel: (+92-21) 111-234-234 Ext: 957  suleman.ashraf@igi.com.pk
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Equity Sales

Faisal Jawed Khan Head of Equities Tel: (+92-21) 35301779 faisal.jawed@igi.com.pk
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