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Cements 
Earnings improved 6%YoY in 1HFY17; 

Preferred picks PIOC and DGKC 

Cement Industry witnessed a healthy growth of +11%YoY in domestic demand 
during 1HFY17 emanating from robust construction activities across public and 
private sector spending resulting in capacity utilization of 87%. We expect this 
momentum to continue with more fervor post winter seasons. Among IGI cement 
universe, our preferred picks include PIOC and DGKC. 

1HFY17: Local Offtake grew +11%YoY 
The cement industry registered robust growth of +9%YoY during 1HFY17 to reach 
19.8mn ton as compared to 18.2mn tons in same period last year. Local demand 
grew by 11%YoY, recording 16.9mn tons on the back of rising construction 
activities and infrastructure development stimulated by private and public sector 
spending. Disbursement of funds for different social sector developmental 
projects under PSDP remained at PKR 222bn (28%) as against the total allocations 
of PKR 800bn in 1HFY17.  

Total export volumes declined by 2%YoY in 1HFY17 primarily because of plunge 
in exports to Afghanistan (12%YoY) owing to stiff competition from Iranian 
cement. However, export to India bounced back during 1HFY17 to 0.67mn tons, 
registering steep growth of 80%YoY. The capacity utilization for the sector stood 
at 87% amid depressing export volumes. 

Profitability improved +6%YoY in 1HFY17 
Profitability of IGI cement universe during 2QFY17 improved by mere +2%YoY to 
PKR 11.87bn, taking 1HFY17 profitability to PKR 21.63bn, up by +6%YoY. Except 
FCCL (facing supply disruption from Line II), all companies under our coverage 
posted positive earnings growth. The industry observed healthy revenue growth 
of 8%YoY to PKR 83.95bn emanating from robust growth of 16%YoY in local 
dispatches where sales mix observed further inclination towards domestic sales 
(85% in 1HFY17 vs. 80% in 1HFY16).  

 

 The cement industry registered robust growth of +9%YoY during 1HFY17 to 
reach 19.8mn ton as compared to 18.2mn tons in same period last year. 
Local demand grew by 11%YoY, recording 16.9mn tons on the back of rising 
construction activities and infrastructure development stimulated by 
private and public sector spending. 

 
 Profitability of IGI cement universe during 2QFY17 improved by mere 

+2%YoY to PKR 11.87bn, taking 1HFY17 profitability to PKR 21.63bn, up by 
+6%YoY. 

 
 The local demand outlook seems promising where we expect domestic 

demand in second half of FY17 to remain bouyant on the back of 1) higher 
allocation of PSDP funds and 2) higher demand post winter season. 

Recommendation

Current Price Upside

LUCK 893                6%

DGKC 238                15%

PIOC 142                21%

CHCC 192                4%

ACPL 341                9%

MLCF 126                12%

KOHC 272                34%

FCCL 44                  15%

Capacity Utilization 1HFY17 (%)

Relative Performance to KSE 100

Source: Bloomberg, KSE 100 & IGI Research

Jawad Ameer Ali
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Gross margins declined to 42% on rising coal prices 
Gross margins declined by 244bps/15bps in 2QFY17/1HFY17 as compared to 
44%/42% in 2QFY16/1HFY16 which is mainly attributable to elevated coal prices. 
To recall, rally in coal prices came after imposition of output cuts and reduction 
in mining days by China which was followed by weather disruptions affecting coal 
production in Australia and Indonesia.  

Outlook 
The local demand outlook seems promising where we expect domestic demand 
in second half of FY17 to remain bouyant on the back of 1) higher allocation of 
PSDP funds and 2) higher demand post winter season. However, exports volumes 
are anticipated to follow downward trend on account of temporary trade 
disruptions in Pak-Afghan border. 

Recommendation: PIOC and DGKC our preferred picks 
Among IGI cement universe, our preferred picks include PIOC and DGKC offering 
upside potential of +21% and +15% trading at FY17E P/E of 10.1x, and 11.3x 
respectively.  
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