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DGKC: Strong fundamentals, attractive valuations
Post release of 1HFY18 detailed accounts, we reiterate our liking
for DGKC with our rolled forward Dec'18 TP standing at PkR198/sh
(upside: 30%). Our recommendation is underpinned on the back
of: 1) upcoming Greenfield expansion in the South Region (2.80mpta),
estimated to add PkR1.73/2.48bn (EPS Impact: PkR3.95/PkR5.65)
to DGKC's bottom-line from FY19/FY20 (assuming 50%/62%
utilization in FY19/FY20), 2) additional tax credit of ~PkR2.90bn or
PkR6.2/sh, to be recorded in 4QFY18F/FY19F (in addition to the 4
years tax holiday on the new plant from FY19), 3) impressive growth
in total cement offtake in 7MFY18 (up 15%YoY) with utilization
reaching 120% and 4) further diversification of its portfolio business
in the shape of planned new investment in Hyundai Nishat Motors
Limited (HNMPL) of up to PkR850mn or 10% equity stake.
Additionally, the recent uptick in local prices is a major positive
especially after declining consistently in the past few months
(cements prices in the North Region declined by almost 11% or
PkR60/bag since Jun'17). Having lost 29%FYTD, the stock currently
trades at a cheap FY19/20F PE of 7.2x/7.7x, a 33%/16% discount
over the AKD cement universe's (ex-LUCK) FY19/FY20F PE of
10.5x/9.1x.
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News and Views

As per planning commissions statistics, the govt has released over
PkR550.291bn under its FY18 Public Sector Development Program
(PSDP) for various ongoing and new schemes against the total allocations
of PkR1,001bn.
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Pakistan is reportedly in talks with a Chinese financial institution to obtain
US$1bn as a foreign commercial loan, as its recent internal assessment
revealed that inflows from traditional lenders would fall below budgeted
projections. To recall, the country has already obtained US$1bn as foreign
commercial loan from the Industrial and Commercial Bank of China
(ICBC) in the past three months.
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The National Accountability Bureau has formally approved supplementary
references against ousted Prime Minister Nawaz Sharif and others in
Azizia Steel Mills, Hill Metals, Flagship Investment and Avenfield properties
corruption cases.
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DGKC: Strong fundamentals, attractive valuations
Post release of 1HFY18 detailed accounts, we reiterate our liking for
DGKC with our rolled forward Dec'18 TP standing at PkR198/sh
(upside: 30%). Our recommendation is underpinned on the back of:
1) upcoming Greenfield expansion in the South Region (2.80mpta),
estimated to add PkR1.73/2.48bn (EPS Impact: PkR3.95/PkR5.65) to
DGKC's bottom-line from FY19/FY20 (assuming 50%/62% utilization
in FY19/FY20), 2) additional tax credit of ~PkR2.90bn or PkR6.2/sh,
to be recorded in 4QFY18F/FY19F (in addition to the 4 years tax
holiday on the new plant from FY19), 3) impressive growth in total
cement offtake in 7MFY18 (up 15%YoY) with utilization reaching 120%
and 4) further diversification of its portfolio business in the shape
of planned new investment in Hyundai Nishat Motors Limited (HNMPL)
of up to PkR850mn or 10% equity stake. Additionally, the recent
uptick in local prices is a major positive especially after declining
consistently in the past few months (cements prices in the North
Region declined by almost 11% or PkR60/bag since Jun'17). Having
lost 29%FYTD, the stock currently trades at a cheap FY19/20F PE of
7.2x/7.7x, a 33%/16% discount over the AKD cement universe's (exLUCK) FY19/FY20F PE of 10.5x/9.1x.

DGKC: Earnings Forecast breakup
(PkR/sh)

FY18F FY19F FY20F

EPS - Base plant (North)

15.86

16.07

18.53

EPS - New plant (South

-

3.95

5.65

Tax Credit 65B

5.46

1.16

-

Total

21.33

21.18

24.18

Source: AKD Research

1HFY18 Result Review: DGKC posted NPAT PkR3.73bn (EPS: PkR8.52)
in 1HFY18 compared to PkR4.51bn (EPS: PkR10.28) in 1HFY17, down
17%YoY. Key highlights of 1HFY18 result includes: 1) 7%YoY increase
in topline due to healthy growth in cement dispatches (up 11%YoY) and
2) 9.9pptsYoY fall in GMs to 33.3% (avg. coal prices up 37%YoY during
Apr-Sept'17 coupled with 1.6%YoY decline in local cement prices in
1HFY18).
Greenfield plant in South is the key: Work on upcoming Greenfield
expansion at Hub Baluchistan in the South Region, (2.80mpta) is progressing
at a rapid pace, scheduled to come online by Jun'18. This new plant is
estimated to add PkR1.73/2.48bn (EPS: 3.95/5.65) to DGKC's bottomline from FY19/FY20 (assuming 50%/62% utilization in FY19/FY20). Upon
commencement of its operations in Jun'18, DGKC's market share in the
South is estimated to be around ~15% (assuming 50% utilization in the
first year of its operation, i.e. FY19). In addition to this, the new cement
plant in the South also comes with the tax advantages in the form of: 1)
four year tax holiday (FY19-22) and 2) applicable tax credit for investment
estimated at PkR2.9bn or PkR6.2/sh. under section 65B of the Income
Tax Ordinance, 2001 which will be recognized upon commencement of
its operations. Out of ~PkR6.2/sh applicable tax credit, PKR PkR5.4/sh
is estimated to be recorded in 4QFY18, whereas remaining PkR1.2/sh
benefit will be credit forward to FY19, to be realized in 1QFY19.
Another expansion cannot be ruled out: Following impressive growth
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in total cement offtake in 7MFY18 (up 15%YoY), utilization level of DGKC's
North plant has scaled up to its highest level ever (currently running at
120% - the highest in the industry). In this regard, another brownfield
expansion in the North region cannot be ruled out where our per channel
checks, DGKC's management is currently in talk with the GoP for the
necessary regulatory approval for the new line (estimated to be above
2mpta).
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Hyundai Nishat Motors is an additional sweetener: In order to further
diversify its portfolio business, DGKC's BOD has recently approved
investment in Hyundai Nishat Motors Limited (HNMPL) of up to PkR850mn
or 10% equity stake. This will further strengthen the strong portfolio base
of the company, aiding growth to the bottom-line in the form of consistent
future dividend incomes from investment companies.
Investment Perspective: Having lost 29%FYTD, the stock currently trades
at a cheap FY19/20F PE of 7.2x/7.7x, a 33%/16% discount over the AKD
cement universe (ex-LUCK) FY19/FY20F PE of 10.5x/9.1x (considering
DGKC's strong earnings profile -5yr forward earnings CAGR of 13%). Our
rolled forward Dec'18 TP for DGKC stands at PkR198/sh, implying Buy
stance at current levels (upside 30%).
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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.

comprehensive information, but we make no representation that it is accurate or complete. Facts and views presented in this
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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
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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.
Regional Disclosures (Outside Pakistan)
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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