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UPDATE FOR H1 2014

Sector: Basic Materials & Industrial Products

Country: Lebanon

Date: 20 October, 2014
Maintaining a HOLD rating on Holcim Liban with a Target Price
of USD 15.28 per share amid persistent political instability
We value Holcim Liban (HL) at USD 15.28 per share, maintaining our
HOLD recommendation as the ongoing presidential vacuum on top of the
deteriorating situation in Syria continue to threaten Lebanon’s internal
stability, negatively impacting Holcim’s share price despite the attractive
6% in dividend yield. When comparing HL to its regional peers, we find
that with a P/E ratio of 13.9, the cement producer may be undervalued
against its peers which hold an average P/E of 14.7. However, we believe
this slight discount is justifiable as it could be attributed to Lebanon’s
shaky political and economic situations in addition to the intensification of
conflict in neighboring Syria.
HL's top-tine up on growing cement market
The Lebanese cement market continues to show strong signs of recovery,
registering an impressive 5.2% y-o-y growth in H1 2014 to reach 2.8
million tons, of which HL captured a market share of 39.4%. HL benefited
from the mounting demand and revenues came in line with our estimates,
rising by 4.9% y-o-y to reach USD 93.2 million in H1 following a 5.7% jump
in sales volumes to 1.1 million tons. In details, grey cement, which is
mainly used for most construction works and buildings, edged up by 5.3%
to 1.05 million tons, accounting for 95.5% of total sales volume. As for
white cement, sales surged by 13.1% to 52,700 tons but revenues at
Societe Libanaise des Ciments Blans (SLCB), HL's subsidiary and the only
producer of white cement in Lebanon, plunged by 45.3% to USD 7.9
million, mainly due to lower sales prices. Looking forward, we believe the
cement market will maintain its strong footing during the rest of the year
as cement deliveries are keeping the upward trend that started in 2013,
while construction permits, an indicator of future demand for cement,
already climbed by 11.4% y-o-y to 9.4 million sgm up to August 2014.
Based on the above, we revise up HL revenues estimates for 2014,
expecting an increase of 2.8% to USD 195.4 million, which is still slower
than the cement market growth, as the absence of any capacity expansion
plan in the near-term may continue to impact HL's opportunity to fully
benefit from the swelling local demand. Moreover, we wait to see the
market reaction after HL increased grey cement prices by USD 2 to USD
94/ton during H1 2014, contrary to its two main competitors.
Margins widen on lower production costs
HL recorded higher gross margin of 30.7% in H1 2014 compared to 26.7%
a year earlier. Production costs fell to 69.3% of sales from 73.3% in H1
2013 as both the use of Pet coke instead of coal and lower fuel oil prices
weighted positively on Holcim’s efficiency. This translated into a 20.7% vy-
o-y surge in gross profit to reach USD 28.6 million. Earnings followed suit,
showing a 15.2% rise to USD 9.4 million, further supported by a USD
319,000 lower finance expenses as HL continues to reduce the amount of
outstanding debt it carries on its balance sheet. Looking forward, we
expect 2014 earnings to increase to USD 23.8 million, mainly due to
slightly higher revenues, lower production costs and more efficient
operations. Moreover, we anticipate growth at a CAGR of 16.3% in the
coming three years as we believe once HL Waste Heat Recovery (WHR)
starts operating at full capacity, margins will improve by lowering profit
variability in relation to oil prices and cutting production costs by USD 2
million per year.
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PROJECTED INCOME STATEMENT

In USD million 2011 2012 2013 2014e
Sales of Goods 195.6 186.8 190.0 195.4
Production Cost of Goods Sold (129.8) (137.0) (132.4) (134.8)
Gross Profit 65.9 49.9 57.6 60.6
Distribution & Selling Expenses (18.9) (18.2) (18.3) (18.8)
Administrative Expenses (5.8) (5.5) (5.9) (6.1)
Sam (qus) on Disposal of Investment (0.0) 08 41 )
roperties
Other Income 1.9 1.4 1.5 1.3
Other Expenses (6.3) (4.9) (11.1) (8.0)
Interest Income 0.3 0.2 0.3 0.0
Finance Costs (1.5) (1.5) (1.3) (1.0)
Profit Before Tax 35.6 22.2 26.7 28.0
Income Tax Expense (7.3) (3.2) (4.9) (4.2)
Profit for the Year 28.3 18.9 21.8 23.8
Number of Shares (in millions) 19.5 19.5 19.5 19.5
Earnings per Share (In USD) 1.45 0.97 1.12 1.22

Source: Holcim, Blominvest
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BALANCE SHEET

In USD million 2010 2011 2012 2013 H1 2014
Current Assets

Cash & Cash Balances 17 24 15 37 9
Inventories 40 56 50 44 38
Accts Receivables & Prepayments 23 24 24 29 45
Total Current Assets 80 103 89 109 93

Non-Current Assets

Property, plant & equipment 143 137 136 126 122
Investment Properties 11 11 10 9 9
Goodwill 18 18 18 18 18
Intangible assets 32 27 24 20 17
Other Financial Assets 4 4 3 10 10
Total Non-Current Assets 207 197 192 183 177
Total Assets 288 301 281 202 269

Current Liabilities

Bank Overdraft - - 4 0 0
Loans & Borrowings 8 2 1 1 1
Accounts Payable & Accruals 33 b5 43 45 22
Taxes Payable 7 5 3 5

Provision for Risks & Charges 0 0 0 6 0
Total Current Liabilities a7 63 51 57 25

Non-Current Liabilities

Loans & Borrowings 12 10 10 9 8
Provision for employee benefits 6 6
Provision for risks & Charges 6 8 8
Deferred Tax Liability 1 0 0
Total Non-Current Liabilities 24 23 23 23 22
Shareholders’ Equity

Share Capital 129 129 129 129 129
Statutory Reserve 19 23 26 27 27
Revaluation Reserve 34 34 34 34 34
Retained earnings 35 29 18 22 31
Total Equity 217 215 207 212 222
Total Liabilities & Equity 288 301 281 292 269

Source: Holeim
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IMPORTANT DISCLAIMER

This research is based on current public information that we consider reliable, but we do not represent it is
accurate or complete, and it should not be relied on as such. Blom Bank SAL or BlomInvest SAL can have
investment banking and other business relationships with the companies covered by our research. We may
seek investment banking or other business from the covered companies referred to in this research. Our
salespeople, traders, and other professionals may provide oral or written market commentary or trading
strategies to our clients and our proprietary trading desks that reflect opinions that are contrary to the
opinions expressed in this research. Our asset management area, our trading desks and investing businesses
may make investment decisions that are inconsistent with the recommendations or views expressed in this
research. We and our affiliates, officers, directors, and employees, excluding equity analysts, will from time to
time have long or short positions in, act as principal in, and buy or sell, the securities or derivatives (including
options and warrants) thereof of covered companies referred to in this research. This research is not an offer
to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation
would be illegal. It does not constitute a personal recommendation or take into account the particular
investment objectives, financial situations, or needs of individual clients. Clients should consider whether any
advice or recommendation in this research is suitable for their particular circumstances and, if appropriate,
seek professional advice. The price and value of the investments referred to in this research and the income
from them may fluctuate. Past performance is not a guide to future performance, future returns are not
guaranteed, and a loss of original capital may occur. Certain transactions, including those involving futures,
options, and other derivatives, give rise to substantial risk and are not suitable for all investors. Fluctuations in
exchange rates could have adverse effects on the value or price of, or income derived from, certain
investments.

Copyright 2014 BlomInvest SAL.
No part of this material may be copied, photocopied or duplicated in any form by any means or redistributed
without the prior written consent of BlomInvest SAL.
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