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LUCK: Expanding All-Around
We revisit our investment case on LUCK, rolling forward our Jun'18
SOTP based TP to PkR1,180/share (offering 22% upside), implying
a BUY stance. Our recommendation is based on: 1) cost savings
through new 10MW WHR (achieved COD in Jan'17), 2) doubling
capacity of Iraq's JV to 1.742mn tpa (expected to come online in
1QFY18), 3) 1.18mn tpa Greenfield cement plant in DR Congo that
started operations in Dec'16 and 4) earnings growth potential via
1.25mn tpa capacity expansion (expected to come online in 2QFY18).
Additionally, LUCK as a conglomerate enjoys indirect exposure to
the pharmaceutical business through its subsidiary, ICI that
continues to grow (acquisition of certain assets of Wyeth Pakistan
Ltd and Pfizer Pakistan Ltd). The setting up of greenfield
manufacturing plant of Kia motor vehicles (25-30K p.a. capacity),
approval for which is expected soon by BoI, remains a key upside
earnings trigger. The stock has returned 11%CYTD in anticipation
of inclusion in MSCI EM index with valuations standing at FY18F
PE of 20.6x. While trading at a premium of 77% to the AKD cement
universe's FY18F PE, we feel it remains justified given LUCK's
strong earnings profile (5yr forward earnings CAGR of 14% vs. 12%
of AKD cement universe) and various diversification projects,
boosting consolidated earnings.
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News and Views

The GOP has raised PkR332.2bn through auction held yesterday
(Wednesday) of treasury bills. Bids amounting to PkR247.9bn, PkR81.4bn
and PkR2.8bn were accepted for 3M, 6M, 12M T-bills, where cut off
yields for 3M, 6M, and 12M were 5.99%, 6.01% and 6.04% respectively.
In a briefing to the Public Accounts Committee (PAC), MoW&P has
informed that Pakistan's circular debt currently stands at PkR402.14bn.
Of which, outstanding payments for electricity are PkR237bn, while
outstanding amounts for oil and gas stand at PkR99bn and PkR11bn,
respectively
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The GoP is set to unveil the Economic Survey of Pakistan for the outgoing
FY17and Annual Plan for the forthcoming FY18 on Thursday (Today).

Volume (LHS)

KSE-100 Index

Waqas Imdad Ali
waqas.imdad@akdsecurities.net
111-253-111 Ext: 637

Important disclosures, including investment banking relationships and analyst certification at end of this report. AKD Securities does and seeks to do business with
companies covered in its research reports. As a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of the
report. Investors should consider this report as only a single factor in making their investment decision.
Find AKD research on Bloomberg
(AKDS<GO>), firstcall.com
and Reuters Knowledge
UAN: 111-253-111

Copyright©2017 AKD Securities Limited. All rights reserved. The information provided on this document 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 AKD Securities or its affiliates to any registration requirement within such jurisdiction
or country. Neither the information, nor any opinion contained in this document constitutes a solicitation or offer by AKD Securities or its affiliates to buy or sell any securities or provide any
investment advice or service. AKD Securities does not warrant the accuracy of the information provided herein.

Our research is also available on ResearchPool (https://www.researchpool.com/provider/akd-securities)

research@akdsecurities.net | www.akdsecurities.net

AKD Securities Limited
Member Karachi Stock Exchange

.

Thursday, May 25, 2017

AKD Daily

LUCK: Expanding All-Around
We revisit our investment case on LUCK, rolling forward our Jun'18
SOTP based TP to PkR1,180/share (offering 22% upside), implying a
BUY stance. Our recommendation is based on: 1) cost savings through
new 10MW WHR (achieved COD in Jan'17), 2) doubling capacity of
Iraq's JV to 1.742mn tpa (expected to come online in 1QFY18), 3)
1.18mn tpa Greenfield cement plant in DR Congo that started operations
in Dec'16 and 4) earnings growth potential via 1.25mn tpa capacity
expansion (expected to come online in 2QFY18). Additionally, LUCK
as a conglomerate enjoys indirect exposure to the pharmaceutical
business through its subsidiary, ICI that continues to grow (acquisition
of certain assets of Wyeth Pakistan Ltd and Pfizer Pakistan Ltd). The
setting up of greenfield manufacturing plant of Kia motor vehicles
(25-30K p.a. capacity), approval for which is expected soon by BoI,
remains a key upside earnings trigger. The stock has returned
11%CYTD in anticipation of inclusion in MSCI EM index with valuations
standing at FY18F PE of 20.6x. While trading at a premium of 77% to
the AKD cement universe's FY18F PE, we feel it remains justified
given LUCK's strong earnings profile (5yr forward earnings CAGR of
14% vs. 12% of AKD cement universe) and various diversification
projects, boosting consolidated earnings.

Target Price contributors
Operations

Jun'18 TP

Core operations

750.0

ICI (55.9% stake)

113.3

Iraq JV (50% stake)

51.2

DR Congo JV (50% stake)

44.8

LEPL (100% stake)

218.0

Yunus Energy (20% stake)

3.0

SOTP-TP

1,180.4
Source: AKD Research & Co. Report

Performance Review: LUCK's earnings grew by 8%YoY to record NPAT
of PkR10.42bn (EPS: PkR32.23) in 9MFY17. Result highlights include: 1)
5%YoY growth in topline to PkR35.24bn as total dispatches grew by 2%YoY
to 5.19mn tons, 2) GM increased by 70bpsYoY to 48.1% due to increase
in WHR capacity by 10MW in Jan'17 and 3) 6%YoY decline in distribution
cost to PkR1.4bn due to 26%YoY slippage in export dispatches.
Update on expansions:
1) Brownfield Expansion: Construction work at LUCK's Brownfield
Expansion (installation of additional Line of 1.25mn tpa) at Karachi Plant
has entered into its final stage, where the management remains confident
on the expansion progress expecting to achieve COD in Dec'17. The
expansion is expected to provide much needed organic growth to the
company (90%+ capacity utilization in FY16/10MFY17) making room
available to catch up with the rising domestic demand, where development
projects in Gwadar and private housing projects in Karachi are key growth
triggers.

LUCK: Capacity Utilization
FY16
Capacity(mn tpa)

FY17F FY18F

7.75

7.75

8.38

Total dispaches(mn tpa) 6.93

7.18

7.47

Capacity Utilization(%)

89.5%

92.7% 89.2%

Source: APCMA, AKD Research & Co. Report

2) Doubling Iraq JV's capacity: LUCK has been quick to realize the
potential of Iraq's domestic demand (100% utilization of current capacity)
as it reels from war affected insurgencies. 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
www.akdsecurities.net
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has opened avenues for domestic industry placing LUCK in a favorable
position to mobilize additional output. In this backdrop, LUCK has announced
to double its capacity to 1.742mn tpa with project financing (expected
US$35mn) to be done through internally generated cash flows of the
existing plant. The first phase of the expansion (50% of the capacity or
0.4355mn tpa) is expected to come online by Aug'17 whereas the remaining
50% is scheduled to come online by Oct'17. The project is expected to
contribute incremental earnings of PkR4.06/5.22/sh in FY18/19F to
consolidated results assuming 90% utilization after expansion.
3) DR Congo JV: LUCK's effort to increase footprint beyond Pakistan has
come to fruition with its JV investment in Cement Plant in DR Congo
(1.18mn tpa) starting commercial operations in Dec'16. Cement consumption
in Congo is estimated around ~1.5mn tpa against the local production of
just ~350k tpa. Currently the plant is operating at 50% utilization with a
huge growth potential considering Congo's domestic demand and supply
situation. We estimate Congo JV to contribute annualized after-tax earnings
of PkR3.31/share (at 60% utilization) in FY18F.
Another 10MW WHR: As part of its ongoing cost reduction strategy, LUCK
has installed another WHR plant of 10MW at Pezu that started operations
in Jan'17. In this regard, we estimate 10MW WHR to fulfill ~10% of the
company's power requirement and contribute after tax operational savings
of PkR0.35/sh annually with GM improvement of around 1.3ppts.With the
addition of the new plant, LUCK's total WHR capacity now stands at 45MW
that is estimated to fulfill ~45% of company's power requirement from
FY18F (at 80% utilization).
Investment Perspective: The stock has returned 11%CYTD in anticipation
of inclusion in MSCI EM index with valuations standing at FY18F PE of
20.6x. While trading at a premium of 77% to the AKD cement universe's
FY18F PE, we feel higher valuations remains justified given LUCK's strong
earnings profile (5yr forward earnings CAGR of 14% vs. 12% of AKD
cement universe) and various diversification projects, boosting consolidated
earnings.
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Risks
Rampant expansion without accompanying
demand can create supply side pressures.
Prolonged delay in the upcoming 2.3mn tpa
Greenfield cement plant can adversely impact
future earnings.
Sharp rise in coal price can squeeze margins.
Source: AKD Research & Co. Report
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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
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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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