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KOHAT CEMENT COMPANY LIMITED

CEMENT

Recommendation
Target Price:
Last Closing: 6-Jun-17
Upside:

Valuation Methodology:

BUY
350.2
246.7

42.0

Discounted Cash Flow (DCF)

Time Horizon: Dec-17
Market Data
Bloomberg Tkr. KOHC PA
Shares (mn) 154.5
Free Float Shares (mn) 46.4
Free Float Shares (%) 30.0%
Market Cap (PKRbn | USDmn) 38.1 | 363.5
Exchange KSE 100
Price Info. 90D 180D 365D
Abs. Return (8.6) (9.8) (10.2)
Lo 231.7 231.7 231.7
Hi 279.5 302.2 302.2
Key Company Financials
Period End: Jun
PKRbn FY16A FY17E FY18F FY19F
Total Revenue 14.0 14.7 16.8 18.7
Net Income 4.41 4.2 4.7 5.2
EPS (PKR) 28.5 27.4 30.2 33.9
DPS (PKR) 6.0 12.0 14.5 14.5
Total Assets 19.3 21.2 23.8 27.2
Total Equity 13.8 16.1 18.6 21.6
Key Financial Ratios
ROE (%) 32.0 26.2 25.1 24.3
P/E (x) 8.6 9.0 8.2 7.3
P/B (x) 2.8 2.4 2.1 1.8
DY (%) 2.4 4.9 5.9 5.9
Relative Price Performance & Shareholding
KOHC KSE 100
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About the Company
The Company was incorporated in Pakistan

as a public limited

company. The Company is engaged in the production and

sale of cement.

Source: Bloomberg, KSE 100 & IGI Research

Jawad Ameer Ali

Research Analyst
jawad.ameer@igi.com.pk

Tel: (+92-21) 111-234-234 Ext.: 816

Cements
KOHC: Attractive Valuations provide hefty
upside

=  KOHC reported PAT of PKR 931mn (EPS PKR 6.03) in 3QFY17, down by
24%YoY on account of decline in total offtake by 5%YoY and higher coal
prices in international market.

= KOHC has announced to enhance its overall capacity by ~2.4mn tpa at its
existing site accompanied by a WHR plant.

= Cement mill expansion of 105tph to be operational by Dec-17 will unlock
volumetric growth.

=  We maintain our “BUY” call on KOHC with Dec-17 target price of PKR
350/share, offering upside of 42% from last close. The company is currently
trading at an attractive FY17E P/E of 9x.

KOHC stock falls 18% in CY17TD

Kohat Cement Company Ltd has had a dismal performance on local bourse in
CY17TD, dropping by 18%. We believe run down in stock price is on account of 1)
price disruption in north (especially KPK) since commencement of CHCC's new line,
and 2) limited earnings growth on the back of lower capitalization of vibrant
demand due to restrained grinding capacity.

However, given company’s undervalued status and upcoming projects i.e. 1)
installation of cement mill by Dec-17 and 2) expansion of ~2.4mn tpa at its existing
site, we see an opportunity for hefty upside.

Expansion of ~2.4mn tpa accompanied by WHR plant

In a recent development, company has announced to enhance its overall capacity
by ~2.4mn tpa at its existing site. This will be accompanied by a WHR plant to
reduce grid reliance. The said expansion is expected to result in cash outflow of PKR
~15bn. Given impressive financial position of KOHC with PKR 6.7bn in cash & cash
equivalents and healthy cash flow generation, debt requirement is expected to
remain subdued. However, we await further clarity from management and financial
close on the said project to incorporate in our valuations.

Enhancement of cement mill to unlock volume growth

During the recent years, company's utilization levels have been capped at 70% due
to limited grinding capacity and inefficiency of old line. In order to address the
issue, company is installing a new cement mill of 105tph to unlock ample room for
volume growth. As per the company officials, cement mill is expected to be
operational from Dec-17.

Profitability marred by below par sales offtake...
To recall, KOHC reported PAT of PKR 931mn (EPS PKR 6.03) in 3QFY17, taking

9MFY17 profitability to PKR 3,121mn (EPS: PKR 20.20), down by 6%YoY. Revenue
declined by 6%YoY to PKR 3.49bn in 3QFY17, taking SMFY17 revenue to PKR
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10.66bn on account of decline in total offtake by 5%YoY. Local sales witnessed
meager growth of 2%YoY while exports plunged hefty 62%YoY in 3QFY17.

....and higher cost of coal inventory in 3QFY17

The gross margins remained highly effected from rising coal prices in international
market. Impact of higher coal inventory cost and higher FO prices dented gross
margin by 761bpsYoY to 42% in 3QFY17 as compared to 49% reported in same
period last year. On the other hand, finance cost jacked up by +2.8xYoY in 3QFY17,
taking 9MFY17 expense to PKR 67mn, up by +163%YoY.

Exhibit:

KOHC Result Highlights

PKRmMnN 9MFY17 SMFY16 YoY 3QFY17 3QFY16 YoY
Net Sales 10,658 10,780 -1% 3,493 3,722 -6%
Gross Profit 4,816 4,923 -2% 1,452 1,830 -21%
S&A Exp 223 220 2% 69 76 -9%
Oth. Income 303 378  -20% 100 114 -12%
Oth. Expense 337 351 -4% 106 130 -18%
Finance Cost 67 25 163% 20 7 202%
Pre-tax Profits 4,491 4,705 -5% 1,356 1,731 -22%
Post-tax Profits 3,121 3,327 -6% 931 1,226 -24%
EPS 20.20 21.53 -6% 6.03 793  -24%
Key Ratios

Gross Margin (%) 45 46 42 49

Net Margin (%) 29 31 27 33
Effective Tax Rate (%) 30 29 31 29

SOURCE: Company Accounts, |Gl Research

Recommendation

We maintain our “BUY” call on KOHC with Dec-17 target price of PKR 350/share,
offering upside of 42% from last close. The company is currently trading at an
attractive FY17E P/E of 9x.
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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, 1GI
Finex Securities Limited makes no representation as to the accuracy or completeness of the information. Neither, IGI Finex
Securities Limited nor any director, officer or employee of IGI 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 priceon 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 - 2017

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

Risk: Investment in securities are subject to economic risk, market risk, interest rate risks, currency risks, credit risks,
political and geopolitical risks. The performance of company(ies) covered herein mightunfavorably 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. Market Cap.: Market capitalization is calculated by multiplying a company's
shares outstanding by current trading price. 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.

IGI Finex Securities Limited

Research Analyst(s) Jama

Research Identity Number: BRP009 Lol chaanas 0—;5‘#_.,_.
© Copyright 2016 IGI Finex Securities Limited hitp:iferew. Jammagunii. gk
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Rahim Yar Khan Office
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Model Town, Town Hall Road, Rahim Yar Khan
Tel: (+92-68) 5871653-6, 5871652

Fax: (+92-68) 5871651

Multan Office

Mezzanine Floor, Abdali Tower,
Abdali Road, Multan

Phone: (92-992) 408243 - 44

Abbottabad Office
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