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Sector primed for a surge

Sector overview Exhibit: Local dispatches, GDP & Interest rates
= The cement sector during FY24 underperformed KSE-100 by 20%. The cement
sector rose by 69% as compared to 89% increase in KSE-100. . tons) Local dispatches GDP (YoY) = = = Interest rates
* In FY24, despite a 5% decline in local dispatches compared to the SPLY, the 60.0 25 0%
sector experienced a 19% YoY growth in profitability during the O9MFY24. This 50.0 Pl N 20.0%
. . 0
improvement was driven by a 13% YoY increase in retention prices, which ,’

o . . 40.0 15.0%
averaged PKR 1,210 per bag. The rise in retention prices was supported by a - ,’ ’
significant 54% YoY reduction in coal prices. 30.0 R s h S - 7 10.0%

= Additionally, the recent introduction of a 6% royalty on Punjab manufacturers for 20.0 =3 5.0%
limestone and argillaceous clay has been passed on to consumers, as stay order 10.0 0.0%
is in place. ) 5.0%
o S 3 a & N & & N
North and South price divergence o o o o T o o o
= In FY24, average prices in north surpassed the prices in south by PKR 34/bag,
on the back of sharper decline in local demand in the south (down 8% compared
to a 4% decline in the north during FY24). Exhibit: North and South cement prices
= Currently the price difference between the two regions has further increased to (PKR/bag) North Region Average South Region Average
PKR 125/bag on the back of a 6% royalty imposed on Punjab manufacturers for 600
1,
limestone and argillaceous clay. 1.400
= Previously, prices in South have been higher than north prices, as in FY23, on 1'200 /
average, prices in south were recorded at PKR 1,094/bag as compared to north 1,000
PKR 1,062/bag. 800
= |t can not be ruled out that southern players would try to match the prices in the 600
north, which will improve southern players margins. Our sensitivity suggests that 400 I
: S . . . 200
for every PKR 50/bag increase in price the annualized earnings impact on ACPL,
LUCK and DGKC of PKR 6.30/share, 3.94/share and PKR 1.26/share, T B R R e e T B B I N R N S VY
. > > > > > > > > > > > > > > > >
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Source (s): SBP, PBS, Company financials, AHL Research
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Easing inflation to support cement demand

Companies, in our coverage, with a higher gearing ratio are poised to gain
from a decrease in interest rates, with DGKC being the key beneficiary of the
rate cut followed by ACPL. Moreover, FCCL and MLCF are also likely to
benefit from rate cuts.

This rate cut is anticipated to stimulate the demand for the cement sector,
supported by increased construction activity.

Cement offtakes to show moderate growth

In FY24 total dispatches recorded at 45.3mn tons (+2 YoY) as compared to
44.6mn tons, primarily attributable to an increase in exports by 56% YoY.
Local dispatches have declined, recording at 38.2mn tons, a drop of 5% YoY,
as compared to SPLY.

We project the cement offtakes to rise by a CAGR of 4% over the next three
years (FY25-27), on the back of cooling off interest rates and revival of
economic activity.

Attractive valuations

AHL universe cement companies, are trading at an attractive forward P/E(X)
of 3.7 for FY25 as compared to 3-year historical P/E(x) of 7.34, trading at a
discount of 50%.

Our top picks in the sector are LUCK, FCCL and MLCF.
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Exhibit: Cement Companies Multiples

PE (x)* PB (x)*  EV/EBITDA Debt/Equity
ACPL 3.6 0.5 7.3 53%
DGKC 5.4 0.5 3.7 53%
FCCL 3.5 0.6 4.0 54%
KOHC 5.4 1.0 2.1 7%
LUCK 3.5 0.7 1.1 15%
MLCF 3.5 0.6 2.6 32%

Source: Company Financials, AHL Research, * FY25

Exhibit: Leverage position & impact of rate cut

Incremental impact % of total earnings*

DGKC 10%
ACPL** 7%
FCCL 4%
MLCF 2%

Source: Company Financials, AHL Research, * Impact of expected 3.0% rate cut in
FY25, ** excluding other income gain from selling of its associate
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Analyst Certification and Disclaimer

Analyst Certification: The research analyst(s) is (are) principally responsible for preparation of this report. The views expressed in this research report accurately reflect the personal views of the
analyst(s) about the subject security (ies) or sector (or economy), and no part of the compensation of the research analyst(s) was, is, or will be directly or indirectly related to the specific
recommendations and views expressed by research analyst(s) in this report. In addition, we currently do not have any interest (financial or otherwise) in the subject security (ies). Furthermore,
compensation of the Analyst(s) is not determined nor based on any other service(s) that AHL is offering. Analyst(s) are not subject to the supervision or control of any employee of AHL’s non-research
departments, and no personal engaged in providing non-research services have any influence or control over the compensatory evaluation of the Analyst(s).

Equity Research Ratings
Arif Habib Limited (AHL) uses three rating categories, depending upon return form current market price, with Target period as Jun 2025 for Target Price. In addition, return excludes all type of taxes. For
more details, kindly refer the following table;

Rating Description

BUY Upside* of subject security(ies) is more than +15% from last closing of market price(s)
HOLD Upside* of subject security(ies) is between -15% and +15% from last closing of market price(s)
SELL Upside* of subject security(ies) is less than -15% from last closing of market price(s)

Equity Valuation Methodology

AHL Research uses the following valuation technique(s) to arrive at the period end target prices;
. Discounted Cash Flow (DCF)

] Dividend Discount Model (DDM)

Ll Sum of the Parts (SoTP)

] Justified Price to Book (JPTB)

Ll Reserved Base Valuation (RBV)

Risks: The following risks may potentially impact our valuations of subject security (ies);
= Market risk

= Interest Rate Risk

= Exchange Rate (Currency) Risk

Disclaimer: This document has been prepared by Research analysts at Arif Habib Limited (AHL). This document does not constitute an offer or solicitation for the purchase or sale of any security. This
publication is intended only for distribution to the clients of the Company who are assumed to be reasonably sophisticated investors that understand the risks involved in investing in equity securities.
The information contained herein is based upon publicly available data and sources believed to be reliable. While every care was taken to ensure accuracy and objectivity, AHL does not represent that it
is accurate or complete and it should not be relied on as such. In particular, the report takes no account of the investment objectives, financial situation and particular needs of investors. The information
given in this document is as of the date of this report and there can be no assurance that future results or events will be consistent with this information. This information is subject to change without any
prior notice. AHL reserves the right to make modifications and alterations to this statement as may be required from time to time. However, AHL is under no obligation to update or keep the information
current. AHL is committed to providing independent and transparent recommendation to its client and would be happy to provide any information in response to specific client queries. Past performance
is not necessarily a guide to future performance. This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for any investment decision. The user
assumes the entire risk of any use made of this information. Each recipient of this document should make such investigation as it deems necessary to arrive at an independent evaluation of an
investment in the securities of companies referred to in this document (including the merits and risks involved), and should consult his or her own advisors to determine the merits and risks of such
investment. AHL or any of its affiliates shall not be in any way responsible for any loss or damage that may be arise to any person from any inadvertent error in the information contained in this report.
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