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We revisit our investment case of LUCK as it has formally announced
to further expand its business portfolio. The new list of projects
comprise of: 1) setting up of manufacturing plant of Kia motor
vehicles (25-30K p.a. capacity), 2) expressing interest in acquiring
DCL's 1.134mn tpa Hattar plant, 3) doubling capacity of Iraq JV to
1.742mn tpa and 4) indirect additional exposure in the pharmaceutical
business through its subsidiary, ICI (expressed interest in acquiring
certain assets of Wyeth Pakistan Ltd). Assuming the DCL acquisition
is successful, LUCK's earnings can increase in the range PkR0.99PkR4.95 per share (depending on DCL's GM profile post acquisition).
Whereas, doubling Iraq JV's capacity can result in incremental
earnings/TP of PkR3.23/PkR11 per share (assumed 100% utilization).
While we have not incorporated the recently announced projects
in our estimates (as they are in early stages), LUCK's forward 5year earnings CAGR stands at 21.8%. That said, we upward revise
our SOTP based Dec'17 TP to PkR801/share, incorporating its
upcoming 1.25mn tpa Brownfield expansion and LEPL's higher
ROE on indigenous coal.
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News and Views
ICI in a notice to the exchange today announced its intention to acquire
certain assets associated with the life sciences business of WYETH.
This increases ICI's exposure in the life sciences business, which makes
up 24% of total turnover and 38% of gross profit.
Third quarterly report of the SBP has stated that state bank has increased
the required Capital Adequacy Ratio (CAR) for banks to 10.65% from
the current 10.25% which will be implemented from the last day of the
current calendar year. The SBP said the solvency profile of the banking
system further strengthened in the third quarter of 2016 (July-September)
as CAR improved to 16.8% at the end of September from 16.1% at the
end June, well above the regulatory requirement of 10.25%.
.
Pakistan and China have reportedly failed to evolve consensus on a
methodology to further expand Free Trade Agreement (FTA) after both
sides have dissimilar claims of impact on the bilateral trade at the second
round of the second phase negotiations of China-Pakistan FTA (CPFTA)
held on Dec 06-07'16.
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We revisit our investment case of LUCK as it has formally announced to
further expand its business portfolio. The new list of projects comprise
of: 1) setting up of manufacturing plant of Kia motor vehicles (25-30K
p.a. capacity), 2) expressing interest in acquiring DCL's 1.134mn tpa
Hattar plant, 3) doubling capacity of Iraq JV to 1.742mn tpa and 4) indirect
additional exposure in the pharmaceutical business through its subsidiary,
ICI (expressed interest in acquiring certain assets of Wyeth Pakistan Ltd).
Assuming the DCL acquisition is successful, LUCK's earnings can increase
in the range PkR0.99-PkR4.95 per share (depending on DCL's GM profile
post acquisition). Whereas, doubling Iraq JV's capacity can result in
incremental earnings/TP of PkR3.23/PkR11 per share (assumed 100%
utilization). While we have not incorporated the recently announced
projects in our estimates (as they are in early stages), LUCK's forward
5-year earnings CAGR stands at 21.8%. That said, we upward revise our
SOTP based Dec'17 TP to PkR801/share, incorporating its upcoming
1.25mn tpa Brownfield expansion and LEPL's higher ROE on indigenous
coal.
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Scenarios for Auto investment: Using incumbents and their historical
operations as a benchmark, the planned investment of PkR12bn gives LUCK
significant leeway to penetrate the market. Between PSMC and INDU, two
polar operational plans (mass market/high quality for PSMC/INDU), target
markets (primarily 1,000cc and below for PSMC vs. 1,300cc and above for
INDU) and financial metrics (5yr historical GM/EBITDA margin/ROE of
8.2%/7.2%/12.0% for PSMC vs. 11.8%/13.1%/28.6% for INDU) emerge
underlying the wide variances prevailing in the sector. From our understanding,
the plant is going to be situated in Port Qasim, where management is initially
targeting 18-24months for COD and set up a dealer/after sales service network.
Initially we believe the company will be launching CBU's under the Kia brand
where the market segment and price points vary drastically. We believe
FY17E/18F CBU unit sales of 500units is within reach, where our workings
(based on Kia's regional offerings and CBU duty) suggests an average selling
price of PkR5.18mn (vs. PkR10.8mn currently prevailing for HCAR & INDU)
for 5 door hatchbacks/Sedans and PkR8.01mn (vs. prevailing average of
PkR12.8mn) for SUVs would give significant room for margins and undercutting
incumbents for market share. Post COD, channel checks suggest the company
is targeting output of 30,000 units on single shift basis, and intends to run the
plant at full capacity, i.e. on double shift (~50,000 units) the following year.

Sedan & SUV CBU Offerrings Snapshot
FY15
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Gains from Greenfield incentives: Under the terms of the AIDP-II, LUCK's
venture with Kia amounts to a Greenfield investment, with accompanying
benefits being concessional duty rates of 10%/25% for non-localized/localized
parts, ~20% reduction from prevailing tariff rates of 30%/45% for incumbents.
While the reduced tariffs for CBU's kick in for all players during FY18-19
allowing for 10% lower margins for CBU categories between 800-1800cc, the
incremental benefits from CBU segment remain limited. While we await the
release of concrete details regarding planned model launches, price points
and target market for CKD's, we believe the period before achieving COD on
the main plant is crucial for gauging market demand for the Kia brand (we
believe, brand awareness is already present as DFML used to offer Kia variants
in the late 90s). Additionally, the company may have to cut into its margin
advantage in initial years to secure market share.
Vying for DCL's Hattar plant acquisition: LUCK has expressed interest in
acquiring DCL's 1.134mn tpa Hattar Plant. We believe that LUCK will not be
the only bidding party as a Chinese manufacturer has also reportedly shown
interest in DCL's acquisition. Besides, PIOC is another acquiring candidate
as the company has earlier expressed intent in potential cement plant
acquisitions. In this backdrop, we believe that DCL can fetch a significant
premium (where DCL has returned 146% since FYTD) akin to Lafarge Cement
Pakistan's acquisition. Benchmarking Lafarge's valuation of US$80/ton, we
estimate DCL (DCL EV: US$79/ton) acquisition price to stand at PkR17.59bn
(PkR36.24/share, 2% premium over its current price). The corresponding
acquisition price of DCL's Hattar plant can be PkR9.53bn which should also
require further capex for the plant's rehabilitation as DCL's FY16 GM stood
at 20.55% compared with LUCK/AKD Cement Universe's 48.21%/44.71% in
FY16. If LUCK successfully acquires this plant, it would be able to gain
additional 2.0% market share (at assumed 75% utilization of acquired plant).
While it is early to project its impact, we estimate that the said plant will result
in incremental earnings/TP of PkR0.99/PkR15 per share (with forecasted
average GM of 14%). The incremental earnings/TP could go up to
PkR4.95/PkR67 per share if GM improves by average 30ppt post required
capex for plant's rehabilitation.
Doubling Iraq JV's capacity: LUCK has been quick to realize the potential
of Iraq's domestic demand as it reels from war affected insurgencies. In this
backdrop, LUCK has announced to double its Iraq's JV capacity to 1.742mn
tpa with project financing (expected US$35mn) through internally generated
cash flows of the existing plant. Iraq's cement deficit stands at 7-8mn tpa which
was previously bridged through imports from Iran. However, recent ban on
cement imports in Iraq due to unstable security situation has opened avenues
for domestic industry. Thus, LUCK would be well placed to mobilize additional
output contributing incremental earnings/TP of PkR3.23/PkR11/share (assumed
100% utilization and 50% holding discount).
Investment Perspective: While we have not incorporated the recently
www.akdsecurities.net
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announced projects in our estimates (as they are in early stages), we expect
LUCK's 5-year earnings CAGR to stand at 21.8% attributable to LUCK's existing
business portfolio diversification. We revise up our SOTP based Dec'17 TP
to PkR801/share, incorporating its upcoming 1.25mn tpa Brownfield expansion
(incremental earnings/TP of PkR3.35/PkR46 per share at assumed 50%
utilization) and LEPL's higher ROE of 29.5% on indigenous coal vs. 27.2% on
imported coal (resulting in incremental earnings/TP of PkR2.35/PkR9 per
share).
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Disclosure Section
Neither the information nor any opinion expressed herein constitutes an offer or a solicitation of an offer to transact in any
securities or other financial instrument and is for the personal information of the recipient containing general information only.
AKD Securities Limited (hereinafter referred as AKDS) is not soliciting any action based upon it. This report is not intended to
provide personal investment advice nor does it provide individually tailored investment advice. This report does not take into
account the specific investment objectives, financial situation/financial circumstances and the particular needs of any specific
person. Investors should seek financial advice regarding the appropriateness of investing in financial instruments and implementing
investment strategies discussed or recommended in this report and should understand that statements regarding future prospects
may not be realized. AKDS recommends that investors independently evaluate particular investments and strategies and it
encourages investors to seek the advice of a financial advisor.
The appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and objectives.
The securities or strategies discussed in this report may not be suitable for all investors, and certain investors may not be eligible
to purchase or participate in some or all of them.
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Reports prepared by AKDS research personnel are based on public information. AKDS makes every effort to use reliable,
report have not been reviewed by and may not reflect information known to professionals in other business areas of AKDS
including investment banking personnel. AKDS has established information barriers between certain business groups maintaining
complete independence of this research report.
This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any
proposed offering of securities or as agent of any issuer of any securities. Neither AKDS, nor any of its affiliates or their research
analysts have any authority whatsoever to make any representation or warranty on behalf of the issuer(s). AKDS Research
Policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by
an issuer prior to the publication of a research report containing such rating, recommendation or investment thesis.
We have taken all reasonable care to ensure that the information contained herein is accurate, up to date, and complies with
all prevailing Pakistani legislations. However, no liability can be accepted for any errors or omissions, or for any loss resulting
from the use of the information provided as any data and research material provided ahead of an investment decision are for
information purposes only. We shall not be liable for any errors in the provision of this information, or for any actions taken in
reliance thereon. We reserve the right to amend, alter, or withdraw any of the information contained in these pages at any time
and without notice. No liability is accepted for such changes.
Stock Ratings
Different securities firms use a variety of rating terms as well as different rating systems to describe their recommendations. A
rating system which uses similar terms such as Buy, Accumulate, Neutral, Reduce and Sell is not equivalent to our rating system.
Investors should carefully read the definitions of all ratings used in each research report. In addition, research reports contain
information carrying the analyst's view and investors should carefully read the entire research report and not infer its contents
from the rating ascribed by the analyst. In any case, ratings or research should not be used or relied upon as investment advice.
An investor's decision to buy, sell or hold a stock should depend on individual circumstances (such as the investors existing
holdings or investment objectives) and other considerations. Please see our table below for ratings definitions which are based
on price returns.

Rating Definitions
Buy

> 20% upside potential

Accumulate

> 5% to < 20% upside potential

Neutral

< 5% to > -5% potential

Reduce

< -5% to > -20% downside potential

Sell

< -20% downside potential

www.akdsecurities.net

03
04

AKD Securities Limited
Member Karachi Stock Exchange

Analyst Certification of Independence
The analysts hereby certify that their views about the companies and their securities discussed in this report are accurately
expressed and that they have not received and will not receive direct or indirect compensation in exchange for expressing
specific recommendations or views in this report.
The research analysts, strategists or research associates principally having received compensation responsible for the preparation
of this AKDS research report based upon various factors including quality of research, investor client feedback, stock picking,
competitive factors and firm revenues.
Disclosure of Interest Area
AKDS and the authoring analyst do not have any interest in any companies recommended in this research report irrespective
of the fact that AKD Securities Limited may have, within the last three years, served as manager or co-manager of a public
offering of securities for, or currently may make a primary market in issues of, any or all of the entities mentioned in this report
or may be providing, or have provided within the previous 12 months, significant advice or investment services in relation to
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the investment concerned or a related investment.

The information provided in this report and the report itself is not intended for distribution to, or use by, any person or entity in
any jurisdiction or country where such distribution or use would be contrary to law or regulation or which would subject AKDS
or its affiliates to any registration or licensing requirements within such jurisdiction or country.
Furthermore, all copyrights, patents, intellectual and other property in the information contained in this report are held by AKDS.
No rights of any kind are licensed or assigned or shall otherwise pass to persons accessing this information. You may print
copies of the report or information contained within herein for your own private non-commercial use only, provided that you do
not change any copyright, trade mark or other proprietary notices. All other copying, reproducing, transmitting, distributing or
displaying of material in this report (by any means and in whole or in part) is prohibited.
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