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PAKISTAN

Construction and Material
Dispatches hit record high in FY21

Event

= Pakistan cement industry dispatches increased by 20.1% YoY to 57.4mn tons in
FY21. We attribute growth in dispatches to (1) construction package announced by the
Gov't to reduce the economic impact of COVID outbreak, (2) strong demand from
private sector given increased liquidity amid lower borrowing cost, (3) disbursement of
subsidy under NPHP and (4) decade highest cement exports. Furthermore, in Jun’21

Pakistan cement industry demand in Jun'21 (mn tons) cement dispatches increased by 12.7/32.0% MoM/YoY due to aforementioned factors.
Industry Jun21  YoY MoM FY21 YoY Impact
Domestic 47 21.7% 459% 48.1 20.4%
North 39 14.0% 422% 406 183% = Gov’t incentives and increased liquidity uplifted cement demand in FY21: Pakistan
South 08 794% 66.0% 75 334% cement dispatches increased by 20.1% YoY in FY21. South based players outperformed
Export 05 -31.1% -27.3% 93 184% the industry by delivering 23.8% YoY growth in FY21 due to strong rebound in
North 02 3379% -10% 26 299% domestic demand, while north region dispatches increased by 18.9% YoY in FY21. To
South L el o RS highlight, contribution of north region in overall dispatches declined by 0.7ppt YoY to
Total 52 127% 320% 574 201% 75.2% in FY21 due to strong demand in south domestic/export market.
North 41 184% 39.2% 431 189%
South 12 36% 11.6% 143 238% ™ Total cement domestic/export dispatches increased by 20.4/18.4% YoY in FY21.
Source: APCMA, Foundation Research, July 2021 Moreover, in north region increase of 18.3% YoY in domestic dispatches during FY21

remained lower than industry, while exports in north region outperformed the
industry by delivering 29.9% YoY growth in FY21. However, in south region domestic
dispatches increased by 33.4% YoY in FY21 (higher than industry). While south region
exports posted growth of 14.6% YoY which is lower than industry in FY21 given strong
domestic demand and ports congestion caused by higher food imports and
diminishing competitiveness on the back of strengthening of Pak Rupee.

= Higher utilization levels to support pricing power: Cement industry capacity
utilization increased to 82.7% (up 8.0ppt YoY) with local dispatches weight of 83.8% in

B T L I LS LD FY21. Region wise comparison shows utilization level in north increased by 6.7ppt YoY

1.8 — KSE100 Index e Cement Sector
17 to 80.9% with local dispatches weight of 94.1% during the year. While, in south region
06 utilization level increased by 12.4ppt YoY to 88.6% with local dispatches weight of
15 52.8% in FY21.
14 = We attribute, higher utilization levels to (1) construction package announced by the
12 Gov't (2) increased demand from private sector given rebound in economic activity
1 and (3) disbursement of subsidy under Naya Pakistan Housing Program at subsidized
0 interest rates. To highlight, consumer house finance reached to highest level of
0 Rs97.8bn in Pakistan history, up 18.1% YoY in May’21.
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% go :g g E E g % é EL é g E = Strong demand allowed to timely pass on the impact of surge in coal prices:

Average retail cement prices in north/south market increased/decreased Rs43/32/bag
(up/down by 8.2/4.7ppt) YoY in FY21. While, impact of higher coal prices was only

Source: APCMA, Bloomberg, Foundation Research, Jul 2021

Analyst ~Rs14/bag as coal price increased by avg US$13.9/ton (up 21% YoY) during FY21.
AUCETem (S research@fs.com.pk = Recently, coal prices hit ~10 year high and reached to US$115/ton (up by 44% from
+92 2135612290 Ext338 FY21 average) at the end of Jun’21. To pass on the impact of recent surge in coal prices
cement companies increased their prices in north/south market by ~Rs29/16bag in
Jun’21.
Outlook
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iy L, 2 = Better utilization levels given higher cement demand would allow gradual increase

in cement prices in FY22/23, in our view. However, recent surge in commodity prices
along with increase in financing cost would hurt the profitability of the cement sector.
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Fig 1: Record cement offtake in FY21 (mn tons)...

Fig 2: ....highest cement exports in decade (mn tons)
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Source: APCMA, Foundation Research, July 2021 Source: APCMA, Foundation Research, July 2021
Fig 3: Highest annual cement growth after FYO8 Fig 4: Surplus capacity on a declining trend
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Fig 5: Utilization level recovered in north (mn tons) Fig 6: Local demand 4 in south market (mn tons)
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Fig 7: North continues having over 90% local mix Fig 8: North cement prices (MRP) on a rising trend
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Fig 9: Housing finance reached to all time high Fig 10: Increased demand from china 4* coal price
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Abbreviations

YoY Year on Year

MoM Month on Month

FY Fiscal Year

FO Furnace Oil

Mn Million

FOB Free On Board

MRP Market Retail Price

NAB National Accountability Bureau
SBP State Bank of Pakistan

NPHP Naya Pakistan Housing Program
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warranty, express or implied is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without
notice. This document is for information purposes only. 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 construed as, an offer, or solicitation of an offer, to buy or sell any securities or other financial
instruments. FSL may, to the extent permissible by applicable law or regulation, use the above material, conclusions, research or analysis before such
material is disseminated to its customers. Not all customers will receive the material at the same time. FSL, their respective directors, officers,
representatives, employees, related persons may have a long or short position in any of the securities or other financial instruments mentioned or issuers
described herein at any time and may make a purchase and/or sale, or offer to make a purchase and/or sale of any such securities or other financial
instruments from time to time in the open market or otherwise, either as principal or agent. FSL may make markets in securities or other financial instruments
described in this publication, in securities of issuers described herein or in securities underlying or related to such securities. FSL may have recently
underwritten the securities of an issuer mentioned herein. This document may not be reproduced, distributed or published for any purposes.

Research Dissemination Policy: Foundation Securities (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.

Target price risk disclosures: Any inability to compete successfully in their markets may harm the business. This could be a result of many factors
which may include geographic mix and introduction of improved products or service offerings by competitors. The results of operations may be materially
affected by global economic conditions generally, including conditions in financial markets. The company is exposed to market risks, such as changes in
interest rates, foreign exchange rates and input prices. From time to time, the company will enter into transactions, including transactions in derivative
instruments, to manage certain of these exposures.

Analyst certification: The views expressed in this research accurately reflect the personal views of the analyst(s) about the subject securities or issuers
and no part of the compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations or views in this
research. The analyst principally responsible for the preparation of this research receives compensation based on overall revenues of Foundation Securities
and has taken reasonable care to achieve and maintain independence and objectivity in making any recommendations.

Recommendations definitions
If

Expected return >+10% Outperform.
Expected return from -10% to +10% Neutral.
Expected return <-10% Underperform.
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