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Sector Update
Exhibit: 1Q dispatches crossed nearly 10mn Cements
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=  Going forward, the overall demand outlook appears quite encouraging,
having said that possibility of further cuts in cement sales prices following
rising competition is still on the cards, thereby posing further threats to
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preceding year. However, efficient tax planning by major players carrying out
BMR & expansion activities (IGl universe effective tax rate 1QFY18: 15%,
1QFY17: 30%) helped curb the extent of erosion in net margins, restricting
Analyst them to 23% as compared to 26% in 1QFY17.
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Demand to remain encouraging; pricing pressure to keep margins in check
Going forward, the overall demand outlook appears quite encouraging where
we expect local demand in second half of FY18 to add further impetus, ascribed
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to a) increase in ground breaking of pipelined infrastructure projects in the wake
of an election year; and b) higher demand post winter season. However,
possibility of further cuts in cement sales prices following rising competition is
still on the cards, thereby posing further threats to margins.

KOHC: Earnings dropped by 9%YoY in 1QFY18 to PKR 5.85/share

Despite registering 14% growth in dispatches, lower retention prices restricted
Kohat Cement Company Limited (KOHC) to post profitability of PKR 903mn (EPS:
PKR 5.85) as against PKR 992mn (EPS: PKR 6.42) in the same period last year,
down by 9%YoY. However, a significant 113%QoQ upside in earnings was
witnessed on a sequential basis, largely accredited to normalized effective tax
rate of 28% in contrast to 55% (super tax included) in 4QFY17.

CHCC: Higher dispatches due to enhanced capacity drove 1QFY18 earnings up by
+50%YoY to PKR 3.43/share

Cherat Cement Company Limited (CHCC) posted 1QFY18 earnings of PKR 606mn
(EPS: PKR 3.43), up by +50%YoY (up +55%QoQ) as compared to PKR 404mn (EPS
PKR 2.29) in the similar period last year. Taking full advantage of its recently
commissioned production line I, CHCC registered a massive +156%YoY increase
in volumetric sales. This not only enabled the Company to effortlessly outweigh
the negative impact of industry wide lower retentions but in the process also
made it the only company in our coverage to surpass its own gross profits of
1QFY17. Further, income tax exemption on profits reaped from line Il has also
lent additional support to earnings with effective tax rate of 1QFY18 reduced to
18% as against 27% in 1QFY17. However, all these measures could not sustain
the net margins which dropped to 16% in contrast to 23% in the same period last
year.

MLCF: Earnings down by 14%YaoY in 1QFY18 to PKR 1.99/share

Maple Leaf Cement Factory Limited (MLCF) recorded 1QFY18 earnings of PKR
1.05bn (EPS: PKR 1.99) as opposed to PKR 1.22bn (EPS: PKR 2.32) in the
corresponding period last year, marking a 14%YoY down turn. Whilst the
Company managed to increase its volumetric sales by +4%YoY, major cause of
earnings attrition stimulated from lower retention prices affecting the entire
industry.

ACPL: 1QFY18 earnings reduced by 12% to PKR 5.28/share due to curtailed
margins despite lower effective tax rate.

Despite registering 7% growth in dispatches and reducing effective tax rate to
23% in the quarter under review, lower retention prices withheld Attock Cement
Pakistan Limited (ACPL) to post bottom line of PKR 605mn (EPS: PKR 5.28) as
against PKR 691mn (EPS: PKR 6.03) in the same period last year, down by
12%YoY.

DGKC: Tax reversal lifts up 1QFY18 earnings to PKR 6.48/share, up by +49%YoY

The 1QFY18 financial results of D.G Khan Cement Company Limited (DGKC)
recorded unconsolidated earnings of PKR 2.84bn (EPS: PKR 6.48), up by +49%YoY
(+87%Q0Q) as compared to PKR 1.91bn (EPS PKR 4.35) in the similar period of
preceding year. Although lower retentions outmatched the value impact of 16%
rise in dispatches, resulting in curtailed gross margins of 35% as against 44% in
1QFY17, the impact was equivalently outweighed by a 15% tax reversal
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stemming from Greenfield expansion in HUB plant, thus lifting net margins to
38% as compared to 29% in the same period last year.

LUCK: 1QFY18 earnings fall by 7% to PKR 9.33/share due to declining margins
despite lower effective tax rate

Lucky Cement Limited (LUCK) registered 1QFY18 unconsolidated earnings of PKR
3.02bn (EPS: PKR 9.33), down by 7%YoY as opposed to PKR 3.24bn (EPS PKR
10.01) in the corresponding period last year. Lower retentions severely injured
gross margins, taking them to 37% as against 51% in 1QFY17. However this
impact was arrested to supplement injury on net margins by controlled
operating expenses and improved non-operating income, thereby taming net
margins to 27% as against 31% in the same period last year.

FCCL: 1QFY18 earnings slashed by 27%YoY to PKR 0.32/share

Fauji Cement Company Limited (FCCL) posted earnings of PKR 444mn (EPS: PKR
0.32) as against PKR 609mn (EPS: PKR 0.44) in the same period last year, marking
a 27%YoY dip. Already operating on slim net margins after the ill-fated accident
which damaged its production line I, industry wide lower retentions further
compressed net margins to unprecedented levels of 9% during 1QFY18, making
it the only company in our coverage to have single digit net margins. However, it
is pertinent to mention that post close 1QFY18; FCCL announced the successful
restoration of its production line Il, thus marking an end to its distress.

PIOC: Lower retentions and negative non-operating income team up to reduce
1QFY18 earnings by 41%YoY

The 1QFY18 earnings of Pioneer Cement Limited (PIOC) were slashed by a hefty
41%YoY margin to PKR 417mn (EPS: PKR 1.84) as against PKR 702mn (EPS: PKR
3.09) in 1QFY17. The fall in earnings mainly attributed to lower retentions which
coupled with reduced dispatches (lower clinker sales to FCCL) curtailed gross
margins to 34% as opposed to 43% in the same period last year. This impact was
further magnified by negative non-operating income of PKR 105mn stimulating
from mark-to-market losses incurred on short term investments held by the
Company. Accordingly, net margins decreased to 17% as against 28% in 1QFY17.
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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, |Gl
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 IGl 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 - 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.
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