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Sector Update

Cements
S Earnings improved 6%YoY in 1HFY17;

Target Price Current Price Upside  Preferred piCkS PIOC and DGKC

LUCK 943 893 6%

DGKC 274 238 15%

PIOC 171 142 21% = The cement industry registered robust growth of +9%YoY during 1HFY17 to
CHCC 199 192 4% reach 19.8mn ton as compared to 18.2mn tons in same period last year.
ACPL 373 341 9% Local demand grew by 11%YoY, recording 16.9mn tons on the back of rising
MLCF 141 126 12% construction activities and infrastructure development stimulated by
KOHC 364 575 34% private and public sector spending.

FCCL 51 44 15%

= 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.

Capacity Utilization 1HFY17 (%)

Capacity Utilization = 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

120% allocation of PSDP funds and 2) higher demand post winter season.
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60% Cement Industry witnessed a healthy growth of +11%YoY in domestic demand
during 1HFY17 emanating from robust construction activities across public and

40% private sector spending resulting in capacity utilization of 87%. We expect this

20% momentum to continue with more fervor post winter seasons. Among |Gl cement

0% universe, our preferred picks include PIOC and DGKC.
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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
Cement S ector grew by 11%YoY, recording 16.9mn tons on the back of rising construction
KSE100 Index activities and infrastructure development stimulated by private and public sector
60% 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.

Relative Performance to KSE 100

70%

50%

40%
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

30%

20% cement. However, export to India bounced back during 1HFY17 to 0.67mn tons,
10% registering steep growth of 80%YoY. The capacity utilization for the sector stood
at 87% amid depressing export volumes.
0% y
0% Profitability improved +6%YoY in 1HFY17
9988599999999 9999y Profitability of IGl cement universe during 2QFY17 improved by mere +2%YoY to
582553853328 88828285  PKR11.87bn, taking 1HFY17 profitability to PKR 21.63bn, up by +6%YoY. Except
FCCL (facing supply disruption from Line II), all companies under our coverage
Source: Bloomberg, KSE 100 & Gl Research 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
Analyst dispatches where sales mix observed further inclination towards domestic sales
(85% in 1HFY17 vs. 80% in 1HFY16).
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Source: APCMA, Bloomberg, Company Acc.

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 |Gl 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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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
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