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CHERAT CEMENT COMPANY LTD (CHCC) october 7th, 2016

BUY

Price Target : PKR 170.72/share
Closing Price : PKR 138.49/share

ComPANY DATA

52-week Price Range (PKR) 134.55—80.3
No. of Shares Outstanding (mn) 176.63
Market Cap (PKR mn) 23,693.41
Market Cap (USD mn) 226.76
Free Float (%) 60%
Year End Jun
KATS Code CHCC
Source: PSX

Key Ratios (x/%) FY16A  FY17E  FY18E  FY19E
P/E (x) 17.41 12.56 9.10 9.39
P/B (x) 2.63 2.25 1.92 1.71
EBITDA Margin % 35% 31% 31% 30%

Source: Company Accounts, Nael Research
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e We revise our estimates on CHCC with ‘Buy’ rating: We have updated our
investment case on account of 1) higher volumetric growth post expansion of
1.3mn tons, 2) cost efficiencies achieved through 7MW WHRP and 3) change in
the 10yr PIB rates, with ‘Buy’ rating and a PT of PKR 170/sh, implying 23% upside
potential from its closing price of Oct 6™ 2016.

e Ideal geodynamics to take advantage from... The market share (installed
capacity based) of CHCC is expected to increase from 2.2% in FY16 to 4.9% post
expansion of 1.3mn tpa in FY17E. Further change in Cherat’s market share is
expected once other expansions get online.

e Noteworthy earnings potential post expansion: Earnings of CHCC is anticipated
to surge massively post expansion from mere PKR 7.96/sh in FY16 to PKR 15.22/
sh in FY18. This upsurge primarily stems from

e New plant at line Il (1.3mn tons)—outpacing to cater domestic
growth

e Cost efficiencies via. 7MW WHRP alongside new expansion of 1.3mn tpa:
We expect this new plant to reduce fuel & power cost by ~5.67% having an
additional impact of ~ PKR 1.05/sh in the earnings of FY17E.

e Investment Risk: Key risks to our investments thesis are 1) Price war, 2) Decline
in PSDP, 3) Volatility in international oil prices and 4) Increase in discount rate.

Ideal geodynamics to take advantage from.. Cherat cement limited enjoys benefit of
its ideal geodynamics residing a few kilometers away from KPK near Pak— Afghan
border in the upper north. The firm is taking direct advantage from the surging
demand in north. We expect the market share of CHCC to surge to 4.9% once the
expansion of 1.3mn tons is online in FY17E.

Estimates revised on healthier growth prospects & change in PIB rates... We revise
our estimates on CHCC giving June’17 DCF based price target of PKR 170.72/sh, an
upside of 23% from the LDCP of PKR 138.49/sh. Our revised investment case
incorporates the impact of 1) higher volumetric growth post expansion of 1.3mn
tons, 2) cost efficiencies achieved through 7MW WHRP and 3) change in the 10yr PIB
rates.

Noteworthy earnings potential post expansion.. Earnings of CHCC are anticipated to
surge massively post expansion of the new line of 1.3mn tpa from mere PKR 7.96/sh
in FY16A to PKR 15.22/sh in FY18E an upside of 91%. This upsurge is primarily
projected due to key demand triggers i.e. Higher PSDP allocation, positive outlook in
CPEC’s continuation, better economic playfield and incorporation of the new plant of
1.3mn tons at line Il. The management of the company is of the view that this
expansion will commence operations before December, 2016 however we have kept
our estimates from 3QFY17 being a bit conservative.

Cost efficiencies via. 7MW WHRP alongside new expansion of 1.3mn tons/annum
The company has declared to get it's newly procured WHR of 7MW to commence
operations alongside the new line by 3QFY17. We expect this new plant to reduce
fuel & power cost by ~5.67% having an additional impact of ~PKR 1.05/sh in the
earnings of FY17E.

** please refer to the last page for important disclosures
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Cherat Cement Company Limited

Investment Case

We revise our investment case on Cherat Cement (CHCC) with ‘Buy’ rating and a PT of
PKR 170.72/sh, implying 23% upside potential from its closing price of Oct 6™, 2016. We
have used discounted cash flow (Free Cash Flow to Firm) methodology to derive the
intrinsic value of CHCC at PKR 170.72/sh. The stock offers a dividend yield of 2.3%.
Following assumptions have been used to arrive at our price target:

e  Terminal growth rate of 4%

Risk free rate of 7.72% (PIB 10yr)

Adjusted Beta of 1.18 (using 5yr)

Market Risk Premium of 6%

FINANCIAL HIGHLIGHTS

PKR MN FY16A FY17E FY18E FY19E FY20E FY21E
Sales 7,079 10,117 13,983 14,131 14,605 15,100
COGS 4,445 6,804 9,447 9,645 10,312 10,919
GP 2,634 3,313 4,536 4,486 4,292 4,181
EBIT 2,095 2,632 3,646 3,543 3,285 3,254
PBT 2,051 2,321 3,050 2,948 2,748 2,818
NP 1,405 1,947 2,689 2,606 2,416 2,473
EPS 7.96 11.02 15.22 14.75 13.68 14.00

Source: Company Accounts, Nael Research
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Disclosure Related to Author

** The analyst mentioned on the cover of this report, primarily involved in the preparation of this report, certifies that (1) the views expressed in this report
accurately reflect his/her personal views about all of the subject companies/securities and (2) no part of his/her compensation was, is or will be directly or
indirectly related to the specific recommendations or views expressed in this report.

Disclaimer

The report has been prepared by Nael Capital (Pvt.) Ltd and is for information purpose only. The information and opinions contained herein have been
compiled or arrived at, based upon information obtained from sources, believed to be reliable and in good faith. Such information has not been independently
verified and no guaranty, representation or warranty, expressed or implied is made as to its accuracy, completeness or correctness. All such information and
opinions are subject to change without notice. Descriptions of any company or companies or their securities mentioned herein are not intended to be
complete and this document is not, and should not be consulted as, an offer, or solicitation of an offer, to buy or sell any securities or other financial
instruments.

Research Dissemination Policy
Nael Capital (Pvt.) Ltd. endeavors to make all reasonable efforts to disseminate research to all eligible clients in a timely manner through either physical or
electronic distribution such as mail, fax and/or email. Nevertheless, not all clients may receive the material at the same time.

Company Specific Disclosures

Nael Capital (Pvt.) Ltd. as per the applicable law or regulation, prohibits its respective directors, officers, representatives, employees and/or related persons to
make a purchase and/or sale, or offer to make a purchase and/or sale of any such securities or other financial instruments during the restricted period
specified in the company policy.

Other Important Disclosures
Foreign currency denominated securities is subject to exchange rate fluctuations which could have an adverse effect on their value or price, or the income

derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies effectively assume currency risk.

Stock Recommendation Return

BUY >15%

HOLD >-15% to < 15%
SELL <-15%
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