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Summary

We update our valuation for Kenyan cement sector (see
previous valuations) and initiate coverage on Tanzanian
cement companies Tanga and Tanzania Portland. We have a buy
rating for all the four companies covered.

The East African construction sector is expected to grow
exponentially in the coming decade, as governments look to
improve their respective infrastructure capacities. Government
investments in infrastructure are then expected to create a
ripple effect on private sector-led investments. Efforts to
structure public-private partnerships will further fuel delivery of
key projects.

Underlying this trend is the high urbanization rates in the region,
high population growth rates, existing infrastructure gaps and
improved incomes among the citizens.

While we remain bullish on the prospects of the sector, we are
cognizant of key impediments that may slow the pace of growth
going forward. Governments are under pressure to maintain
their deficits in check in order to prevent possible economic
shocks. Political uncertainty continues to get in the way of
business activity. Inefficiencies inflow of capital is slowly pushing
the private sector out of business and overall contribution to
economic growth.

In this report we discuss the construction sector in Kenya and
Tanzania, looking at factors which we believe are going to drive
growth in this sector. We add on to key risks to our outlook on
the construction sector.

We discuss the Cement industry in the two countries, looking at
key emerging trends that are expected to shape the
performance of cement firms in the region. We categories the
emerging trends into Positive, neutral and negative and discuss
their potential implications to the industry.

We then discuss the specific cement companies in Kenya and
Tanzania. ARM and Bamburi provide an interesting discussion
given their metamorphosis into new business norms. We
emphasize on DCF valuation in a bid to capture potential
changes in business strategy and structures. Finally, we initiate
coverage on two Tanzanian companies, Tanga cement, and
Tanzania Portland.
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Construction sector- overview and outlook
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Performance

Activity in the cement industry in Kenya is best captured under the construction economic segment.
Activities in the Construction sector will drive cement consumption and Vice versa. For this reason, we
first analyze the construction economic segment, looking briefly at its historical performance, then
discuss in detail our outlook for the segment, which will be the number one driver of cement
consumption.

The construction sector has continued to outperform the economy in growth for the past 5 years. The
sector has grown at a CAGR of 10% for the past 5 years compared to 4% of the whole economy.

Construction Segment 2012-2016
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(Source: KNBS, AIB Estimates)

In 2016, the segment grew 9.2% from a growth of 13.9% in 2015, attributed to a slowdown in Individual
Home Builders segment, which accounts for 60% of cement industry revenue. This was majorly driven by
a slowdown in credit the sector. Credit to the construction industry went down marginally from Kes
106.3 billion in 2015 to Kes 104.8 billion in 2016.

During the first half of 2017, the sector recorded a slowed growth of 7.8% compared to 15.7% growth in
a similar half of 2016. This was mainly as a consequence of significantly scaled-down activities of the
SGR phase 1 as it neared completion. Consumption of cement that increased by 6.1%, driven by
increased credit to the sector by 8.0%. Data from the Kenya National Bureau of Statistics (KNBS)
indicates that property developers in Nairobi have considerably scaled down their construction activities
as indicated by the value of buildings approved for construction by Nairobi County in the first seven
months of 2017 declining by 18.4% to Sh149.5 billion down from Sh183.2 billion in the same period last
year.
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Construction Sector outlook

We remain extra bullish on the long-term outlook of the construction sector, informed by increased
infrastructure spending by the governments and sustained interest by the private sector. It is important
to understand that government expenditure on infrastructure has a significant ripple effect on overall
growth of the sector. Private developers, whether commercial or individual homebuilders, will tend to
develop in areas where the government has invested in adequate logistical capacity. In this section, we
discuss government projects as a key driver in the long-term outlook of the construction sector. We also
discuss the role of the private investors in growing the sector. But first, we give our view on the near-
term outlook.
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Near-term outlook

Sector growth is still expected to outperform the economy in 2017 & 2018 although at a significantly
slower pace compared to historical levels. Two key factors are expected to drive the slowdown

2017 general election

It is likely that the 2017 general election in Kenya has contributed to the slowdown in the construction
industry as investor hold back on their investments. Kenya has had an extraordinary long electioneering
period in 2017, and this may slow the sector further in Q4 2017. We expect the sector to record a 7%
growth in 2017.

Slowdown in credit growth

As we will discuss later under key emerging trends, 2016 and 2017 has seen a persistent decline in credit
growth, and this is expected to affect the construction sector negatively in 2017. The negative effects
may further spill over to 2018 as solutions are sort to address the issue. In our view, some of the drivers
of this slowdown are transitory in nature while some are structural. We, however, maintain that the
solutions to the slowdown are well within reach. Therefore we believe the slowdown can be sorted
quickly. (See our October macro report for further discussions on this.)

Long-term outlook

Despite the expected slowdown in construction in full-year 2017, we do not lose sight of the significant
future developments that inform our bullish outlook. Substantial infrastructure spending by the
government and increased private sector interest in the commercial real estate segment are expected to
boost growth for the sector significantly in the next 10 year. Below we discuss specific projects that we
expect to drive activity.

Government projects

Standard gauge railway

As one of the single largest infra project the government has ever undertaken, the kes 1.3 trillion (USD
13 Bn) project has been a major driver in the construction sector since the launch of phase one in 2014.
The project is part of a larger regional development called the Northern corridor which seeks to link
Kenya, Uganda, Tanzania, Burundi and Rwanda via a rail so as to facilitate the flow of goods and improve
overall logistical capacity for the region. Phase one which connects the port of Mombasa and Nairobi
city was completed and began operations in June 2017. Construction of phase 2b which seeks to
connect Nairobi to Naivasha (about 120 km) is already underway. The larger phase 2 seeks to connect
Nairobi to Malaba via Kisumu and is expected to be complete by 2022.
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Port expansion & construction
The expansion of the Mombasa port and the construction of a new port in Lamu are also expected to
significantly boost sector growth. The Mombasa port development project which is a partnership
between Kenya and Japan aims to increase annual capacity from 250,000 twenty foot containers to 1.5
million. Phase 1 was completed in 2016 and phase 2 is expected to start this year.

The Lamu port is one of a more government ambitious project which is part of the larger LAPSET project
that seeks to open up the Northern part of Kenya and connect Kenya to neighboring Ethiopia and South
Sudan. The port upon completion is set to become an international port with 24 berths that can handle
more than 24 million tons of cargo. Phase one that consists of 3 berths began late 2016 albeit behind
schedule.
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The larger LAPSET project

This comprises of the Lamu port discussed above, Lamu-Ethiopia-SouthSudan highway, a pipeline
connecting South Sudan and Lamu and a refinery in Lamu. The total project cost is estimated at Kes 2
trillion (USD 20 bn). Realization of the complete project may be unlikely in the near to medium term,
given the magnitude and the political uncertainties in South Sudan.

Roads & Bridges

Following the conclusion of new legislation for Public-private partnerships (PPP), the government has
come up with a rich and ambitious pipeline of road and bridge projects to be undertaken under the PPP
arrangements.

e The pipeline consists of key routes leading to Nairobi. This means their implementation is more
likely to be realized without much delay, given the economic justification. In Q2 2017, the Kenya
National highway authority awarded 3 consortiums to construct the Nairobi-Nakuru-Mau
summit highway at an estimated cost of Kes 55 billion.

e African Development Bank has committed to fund the construction of the 450 Km Malindi-
Bagamoyo highways that will connect Kenya to Tanzania. Completion is expected in 2020.

e Other major road projects include upgrade of the 42Km Mombasa port access road;

e Upgrade of the Nairobi-Mombasa highway;

e Upgrade of 206 Km roads connecting Isibania, Kisii, and Ahero. Two Chinese contractors have
already been awarded this project.

Private commercial projects
Our long-term outlook for construction in Kenya is largely supported by private investments in real
estate development, particularly office, retail, residential and hospitality. As mentioned above, efforts
by the government to improve the country’s logistical capacity will attract private investments in these
areas. Private Investors, both local and foreign have continued to show tangible interest in Kenya as it
cements its reputation as the commercial hub for the region. Developments in grade A office are
expected to be concentrated in Nairobi. Other major urban areas like Nakuru, Eldoret, and Kisumu are
also expected to witness increase investor interest in lower grade offices.
e  Growing middle class has spurred development of top-end retail centers in and around Nairobi,
and this is expected to spread across the country.
e Planned developments in hospitality will focus on expanding bed capacity and putting up
conference facilities.
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e Government is also partnering with developers to increase housing for civil servants. In Q4 2016,
government signed an agreement with China Africa Development Fund (CAD), local firm Suraya
properties and China civil engineering construction company to develop 20, 000 units

e Helios (UK Based fund) and Acorn through a joint venture announced plans to construct 3,800
student units in Nairobi at a cost of Kes 7.4 billion.

e Housing finance announced that they will be constructing a Kes 5Bn housing project with local
firm clay works along the Thika superhighway.

Risks to our long-term sector outlook

Despite our bullish outlook on the construction sector, key risks are expected to weigh down on these
activities.

Expanding budget deficit

Government is currently under pressure to reign on its spending in a bid to keep its debt levels
sustainable. The country's debt to GDP ratio has crept up from 40.1% in 2012 to 56% as at June 2017.
This brings two key risks to the construction sector. At some point, the government may have to slow
down on its infrastructure spending as a measure of consolidating the fiscal space. Secondly, while the
spending is geared towards growth-generating projects, the expanding deficit is increasing the country's
risk and this is becoming a key concern to private investors would otherwise be willing to invest in
private developments.

Pressure on recurrent expenditures

Despite numerous efforts and political rhetoric, we have observed government struggle to refocus the
composition of its spending from recurrent to development expenditures. The government is facing
numerous industrial actions by civil servants while still implementing the devolved government system
which is increasing its wage bill significantly. Further to the two, increased interest payments are also
putting pressure on recurrent expenditures. This poses a significant risk to the implementation key
infrastructure projects. The graph below shows how Kenya’s treasury is planning to split its
expenditures between development vs recurrent expenditure.
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(Source: National treasury

Project delays

The failure to conduct adequate environmental and social impact assessments before bidding of
projects has become a significant hindrance in timely implementation of infrastructure projects. Further
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to this, the issue of land compensation is particularly delaying projects since most engagements give rise
to legal battles between government and landowners. These delays lead to increased implementation
costs. A good example is a delay in starting the SGR phase 2B which was brought about by legal battles
on land compensation and inadequate social impact assessments.
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Cement industry; emerging trends

After discussing the performance and outlook for the construction sector, we now delve into the key
emerging trends in the local cement business. As we shall see below, the industry is currently
experiencing positive, neutral and negative developments that we expect to shape the cement business
in the region going forward.

Positive trends

Prospects for increased consumption remain positive

The Cement sector continues to grow in Sub Saharan Africa despite a slowdown in economic growth in
key markets amid low commaodity prices. Consumption per capita of cement in SSA is 82Kg, significantly
below the world average of 513kg. Selected country average consumption includes 187 kg in Ghana,
126Kg in Nigeria, 80Kg in Kenya and 61Kg in Ethiopia. This gives a considerable spectrum to expand
consumption.

Demographics also play a significant role in driving the sector forward. With population growth in Africa
rising faster than any other continent and the population set to surpass 2 billion by 2040 (World Bank),
domestic consumption is set to rise in tandem. 25 million people a year will be moving to cities and by
2040, over 1 billion people on the continent will be living in cities (Makinsey)

More than 60% of Kenyans are under the age of 25, and the population is expanding at 1.9% per year.
Kenya also has an enormous housing deficit and there is a lot of rural migration which is increasing
demand for housing in urban areas. This requires a significant increase in housing and urban
development, from transport networks to schools and utilities.

Neutral

Narrowing supply-demand gap

Consumption of cement rose by 10.5% from 5,709 thousand tons in 2015 to 6,302 thousand tons in
2016. The growth is attributed to a vibrant real estate sector, national and county government spending
on infrastructure including projects such as the Standard Gauge Railway (SGR). Local consumption has
grown faster than production since 2012, by a CAGR of 12.5% as compared to 9.7%. This has contributed
to a reduction in exports from Kenya, which has contracted by a CAGR of 13.1% over the same period.
We, however, expect this trend to reverse in the medium term due to planned capacity increases by
current and incoming players. Despite the excess supply in the local market, production capacity is set
for further increases.

Mombasa Cement, for instance, announced plans in early 2016 to build 2 new cement plants at a cost of
Kes 7 bn (USD71m). A new kes 13Bn (USD131m) plant developed by Cemtech, a subsidiary of India’s
Sanghi Group, is expected to bring additional 1.2m tons of cement to the domestic market upon
completion and Dangote plans to build two plants of 1.5mtpa each in Kenya by 2021.

Cement Sector Valuation Update | November 2017 6



CEMENT SECTOR
VALUATION UPDATE
Nov-17

The entrance of new players is also expected to pile more pressure on prices and also increase the level
of clinker imports into the country since most planned capacity is of grinding.
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Alternate construction Technology

In a bid to reduce construction costs and reduce the period of construction, developers are attempting
to bring in new construction methods especially in the home builders market. A good example is the
expanded polystyrene technology (EPS) which involves the construction of houses by assembling
readymade polystyrene foams sandwiched between galvanized steel wire mesh that is then plastered
on both sides using concrete. They are commonly known as prefferebs. According to Construction Kenya
(a digital publication on construction industry), this technology reduces the cost of construction by more
than 30% and the construction time reduced by 50%.

Another new method of construction that is increasing traction in urban areas is container houses.
These are sites built using used shipping containers that are modified to fit once needs. Unlike the EPS
method, this method uses little to no cement. The method is mainly used for small-scale commercial
properties in select suburbs surrounding major urban centers.

While these new methods are not entirely new to Kenya, adoption still remains low. Industry players
attribute the low adoption to poor perception about durability. Fear of the unknown also plays a crucial
factor. Given the significant cost and time savings, we believe with a bit of sensitization, adoption of
these technologies is going to increase significantly in future.

The emergence of these new construction methods poses both opportunities and threats to cement
companies. The EPS technology will use less cement than the conventional methods, while the shipping
containers will use near zero cement in their construction. Despite the low cement consumption in the
EPS technology, we believe its affordability will fasten its adoption given the housing gap in the country.
This may reduce the consumption per user but increase the aggregate consumption due to more users.
We do not expect widespread adoption of the Shipping container houses since they are applied largely
to small-scale commercial properties.
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Negative trends

AIB CAPITAL LTD

YOUR VISION OUR MISSION

Cement Import duty

Back in 2015, the East African Council of Ministers took a decision to lower the duty on cement imports
from non-EAC countries from 35% to 25%. The council also removed cement from the list of sensitive
industries that require protection from Host governments. This classification as sensitive industries is
usually removed once domestic companies are competing efficiently. Tanzania was however allowed a
stay on the import duty for the year 2016/2017 and was allowed to charge an import duty of 35%. Local
Industry players have come out against this move citing unnecessary competition from outside
companies, in a market where consumption still lags capacity.

A bag of 50kg Cement in Kenya is now retailing at between Kes 580 to Kes 650 down from Kes 750 in
2008/2009. Industry players have blamed this trend on the influx of imported cement from China, India,
and Pakistan.

Coal ban in Tanzania

In August 2016, the Tanzania government issued a directive that banned the importation of coal, with
the aim of promoting local coal producers. While the local coal producers welcomed the move, Cement
companies are now experiencing significant cost increases. The main Coal mines in Tanzania are in South
West part of the country near an area called Makete. Makete to Dar es lam is 818 Km, to Mtwara-about
987KM and Tanga about 863 KM. Although Tanzanian coal is plentiful and relatively cheap to produce,
prices are inflated by the country's high transport costs. The Economist-intelligent Unit estimates that as
at early 2016, 1 tonne of Coal imported from South Africa through the Tanga port costs USD 109/tonne,
while that sourced from local mines will cost USD 127.5/Tonne. Since the coal import ban has not (yet)
been coupled with a cement import ban, cement consumers may instead turn to imports from the
Middle East and Asia if domestic cement prices rise.

Credit growth slowdown-Blow for homebuilders

Kenya’s credit growth has been on the decline since the beginning of 2016, on the back of increased
GOK borrowing, 2016 drought, interest rate cap and political uncertainties. Credit growth has declined
from 16% at the beginning of 2016 to 1.4% as at June 2017. Banks are now unable to adequately price
risk across economic segments and are consequently discriminating against economic segments that are
prone to cyclical fluctuations.

Construction has been identified in many economies as one of the most credit-sensitive sectors in the
economy. Due to the nature of predictive cash flows in the real estate markets, investors prefer
financing construction through debt. In a study conducted in Jordan (Relationship between Bank Credit
and Economic Growth: Evidence from Jordan) it was found that credit to the construction sector of the
Jordanian economy had a significant impact on the overall GDP of the sector.

The slowdown in lending is expected to impact the homebuilders market significantly in 2017 and 2018.
In our view, some of the drivers of this slowdown are transitory in nature while some are structural. We,
however, maintain that the solutions to the slowdown are well within reach. Therefore we believe the
slowdown can be sorted quickly

Recovery of global energy prices

The year 2014 and 2015 saw global crude oil prices decline nearly 60%, as global economic output
weakened and significant supply increases from Non-OPEC producers. Leading oil producers reacted to
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these developments by putting together in late 2016 the most comprehensive agreement to limit oil
output seen since 2009. The aim was to ensure that oil prices were stabilized to avoid economic
dislocation in producing countries and provide a platform for gradual growth. The agreement brought to
an end a two-year free-market window where producers competed to secure outlets for their oil. Since
then, Qil prices have been on recovery, albeit at increased volatility. 2017 saw increased geopolitical
tensions in the middle which limited supply and pushed prices further up. This was partly countered by
increased production in Non-OPEC members especially the US, which had the effect of increasing
volatility.

Going forward, the Global economic output is expected to continue recovering (See our Macro
Outlook), as large producers continue to focus on implementing further cuts to prop up prices. Cement
Producers are thereby expected to experience some margin pressures in the near term. Margin recovery
is however expected in the medium term. Since this development is expected to affect the wider
industry on aggregate, producers may eventually transfer these costs to their pricing.
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Conclusion

Despite the construction sector recording robust performance, the dynamics don't seem to be favoring
local cement companies. All listed cement companies in Kenya recorded declines in Operating profits
both in 2016 and in 2017 (half year). This has mainly been driven by a slowdown in revenues from
homebuilders market, increase in coal prices, decline in retail prices, increase in electricity prices and
delays in infrastructural projects. Imports are also threatening locally manufactured cement through
price wars.

We will now discuss the individual cement companies, looking briefly at their historical performance,
then discussing an outlook for each. We discuss the outlook in the context of the Sector and industry
outlook, looking at which companies are best placed to take advantage of the opportunities, and which
ones are exposed most to the threats.
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RATING: BUY

ARM Cement Bloomberg ticker ARML KN
oln addition to the dif. Last close (KES) 7" N i n
market demand and pricing trends, ourEBITDA has ast close . ov '
severely impacted by the ban on coal imports decidec Fair value (KES) 21.81
by the government of Tanzania: ithas hampered our Upside potential 47.9%
aQ/{/a/ {0 achieve reasonable le |_/e/s of clinker production Market cap (KES bn) 12.5
utilization rates at our Tanga clinker plant and, as such, o . .
impacted higher unit production costs." Dividend Yield CLEEPE
TEV/EBITDA 17.9x

Management commentary Half year results in 2017

g Y % Average daily volumes 327,026
The Past two and a half years have seen significant 52-week range 11.00-31.25
deterioration in ARM's return on equity driven by a mix of Year End 31% Dec

capital structure inefficiencies, low asset returns, and poor
operational performance. EBIT Margins have consistently Background Info
declined over the period, from 20% in 2012 to -2% in 2016.

) ) ARM Cement Limited manufactures and sells cement in Kenya,
Full-year 2016 saw revenues declined 13% while costs Tanzania, South Africa, and Rwanda. It operates through Cement

went up 14% driven primarily by depreciation cost which  and Lime, and Other Products segments. The company is also
increased 87%. Capital structure inefficiencies have involved in the mining and processing of industrial minerals and
. g . - . chemicals; trade of other building products; extraction and
significantly increased the company's financial leverage,

putting a threat to future profitability and survival. This and silicate liquid. It sells its cement under the Rhino brand name,
forced management to initiate restructuring exercises  and fertilizers under the Mavuno brand name. The company was

aimed at repairing its balance sheet. Unfortunately, these  formerly known as Athi River Mining Limited and changed its name
to ARM Cement Limited in July 2012. ARM Cement Limited was
founded in 1974 and is based in Nairobi, Kenya.

processing of limestone; and manufacture and sale of fertilizers

exercises have and will continue to come at great costs to
existing shareholders.
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Where it all started- We trace the genesis of these challenges to significant low returning
investments that have been made in Tanzania Market in the last 5 years. These investments have been
financed primarily through debt, and have yielded low to negative returns over the period. ARM has
invested on average 83% of its capital expenditures in Tanzania in the last 5 years, accumulating the
asset base for Tanzania business to Kes 31 Bn as at Dec 2016. This represents 45% of the total assets of
ARM. On the other side, Tanzania operations are only contributing 26% to total revenue, and have been
loss-making in the last two years. Tanzania contributed 65% of the loss before tax in 2016. (Loss of Kes
2.6 Bnin 2016, Loss of Kes 3.6 Bn in 2015).

Kenya Vs Tanzania

B Kenya M Tanzania

80% 72%

54%
D 45%

19% 26%

Assets Capex Revenue

-31%

-65%

Management has indicated that Tanzania is undergoing serious energy challenges that have increased
production costs significantly and forced the plants to operate at low utilization. Although the power
outage in Tanga improved in 2016, utilization remained low following a coal import ban by the
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government in favor of locally produced coal (see discussion on regulations above). Coal production in
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Tanzania is in the western parts of Tanzania, approximately 1,400 KM from ARM’s main plant in Tanga.

Cement prices have also been on the declined in Tanzania, following the entry of Dagonte Cement in
2016, and Capacity expansions by two exiting players in that market. Rick Ashely- former ARM chairman
noted in his 2016 statement to shareholders that cement prices in Tanzania are now the lowest in the
region.

This aggressive expansion into Tanzania led to serious deterioration of the company’s liquidity and
solvency ratios. Current ratio deteriorated from 1.2 xs in 2012 to 0.4 xs in 2015 while the debt to equity
remained above industry average, averaging 188% over the period compared to 0% for Bamburi. In
2016 and 2017 ARM has attempted to correct these anomalies which had significantly increased its
Financial Leverage on the income statement. As we see below, these balance sheet repairs were and will
continue to be very costly to existing shareholders, since they involve dilutive capital raises and asset
spinoffs.

With the benefit of hindsight, we summarized the historical events both company specific and industry
related. We discuss their negative and positive implications, how management is dealing with the
negatives and future implications to shareholder value.
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Implication Impact on value
Positive Negative
2012 Secured a USD 50M ( Kes 4.3 Bn at | ARM is able to initiate | ARM significantly increased its | This debt was a convertible debt, although the
the then exchange rate) from Africa expansion plans in Tanga. currency risk. lender never exercised that option.
Finance Corporation
Launch of Dar grinding Plant ARM introduces the Rhino
cement brand and quickly
acquires 13% market share in
year 1.
2013 Announcing plans to install 1.2MTPA This announcement saw the Share price return
Clinker plant in Tz 100% in 2013, increasing from Kes 45 to Kes 90
in 12 months
2014 ARM accumulated around Kes 4Bn in Majority of this went to finance
Debt, mostly short-term commercial capital  expenditure,  which
papers brought about a significant
asset-liability mismatch.
2015 Government study recommends use | ARM's Non-cement division Though margin dilutive, this increase in revenue

of Soil specific fertilizer to reduce soil
acidity levels

increases revenues by 102%
to Kes 3.8 Bn.

helped ARM caution itself from declining
revenues in the Cement division.

Decline in global oil prices

Gross profit increases 17%
despite cement revenues
declining 7%.

EBITDA Margins improve to 23%

EAC council of ministers reduce
cement import duty from 35% to 25%

Cement prices in Kenya and
Tanzania decline in 2015 and
2016 owing to Increase in
imports from Asia increase
pricing pressure.

AT Kes. 600 per 50kg bag, Cement in Kenya is
currently retailing at a 15 year low which has
seen ARM cement revenues stagnate. Industry
players have blamed this on an influx of imports.

A dispute between independent
power producers and TENESCO
(Government) led to severe power
outages in Tanga.

Low utilization rates of its plant
in Tanga

With lower utilization rates in Tanga plant,
return on asset will be negatively impacted.

Kenya Shilling depreciated 13%

during the year.

This led to a Kes 3.7 bn
revaluation loss brought about

This meant a 47% wipeout of opening 2017
retained earnings. While this was not a
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primarily through revaluation of
dollar Debt obligation.

Short term T-bill interest rates hit
highs of 23% in Kenya

Management attempts to
restructure the short-term
debts into a 5-year corporate
bond

Finance costs increase. Debt
investors seek to redeem their
commercial paper holdings in
order to invest in high yielding
government papers.

Completion of Tanga Plant

ARM becomes the only
cement manufacturer that is
clinker sufficient as far as
capacity is concerned

Finance costs increased by
1100% to Kes 2.3 Bn following
reclassification from capital
expenditure to operational
expenses.

Depreciation expense increased
87% to Kes 1.6 Bn in the full year
2016

Cement prices decline 10% on

average in Kenya

7% Decline in revenues from
Cement and lime segment.

Onset of Elnino Rains

Lower construction activity in
H2 2015.

The collapse of Imperial bank.

Investors shy away from the
corporate bonds market,
thereby complicating ARM debt
restructuring efforts.

e Stock price declines 53% during the
year.

e Company makes a loss of Kes 2.9 Bn

e Dividend policy changes to zero dividend
payments.

2016

New Tanzania President John Pombe
Magufuli full year in Office

Introducing protectionist
policies like Coal ban which
increases ARM'’s energy costs.

EBITDA Margins decline from 23% to 10%
pushing the company into loss-making for the
second consecutive year (Loss of Kes 2.8 Bn)

CDC injects USD 140 M

ARM retires about USD 60 M
of short-term debt.

ARM restructures its AFC
convertible loan to a 6 year
9% interest debt.

ARM was forced to pay Kes
1.4Bn to AFC to buy off the
convertible option and repay
accrued interest.
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ARM Cement Outlook

Balance sheet restructuring- ARM is currently undertaking a balance sheet restructuring that is
expected to reduce their financial leverage in future. In 2016, CDC (a Development Finance Institution
(DF1) wholly owned by the UK Government) injected USD 140M, in exchange for a 42% stake in the
company- effectively diluting existing shareholders. According to the Full year 2016 results, USD 102M
was spent on retiring existing debt- mostly short-term debt, while USD 27M went to finance operations.
Management has indicated that it is actively sourcing for more equity and debt investment from a
strategic/ technical investor to further implement this initiative.

Sale of Non-cement Business- As further actions to restructure the company’s balance-sheet, the
company is currently completing the sale of it Fertilizer business, a transaction that is estimated at
between Kes 3.5 Bn (USD 35M) and Kes 4bn (USD 40M). We make the following adjustments in our
model to capture this transaction.

e We adjust the asset base downwards by Kes 4Bn to reflect this sale.

e We reduce revenues from non-cement business from to zero from the beginning of 2018. This
will primarily affect the Kenya Segment. Expenditures are also adjusted accordingly. We note
that this adjustment will be negative on revenues but positive on margins going forward

e We add a Kes 1.5 Bn realized loss on the sale of this asset since the book value (net assets) of
the non-cement business is Kes 5.5Bn. If we assume net proceeds of Kes 4bn, the realized loss
will amount to Kes 1.5 Bn-

Further adjustments to our forecasts- We have delayed any potential capital expenditures in our
model until 2019 as we expect the company to focus on balance- sheet restructuring and improving
increasing utilization rates, especially in Tanzania. We opine that future capital expenditures will only be
prudent once optimal utilization rates are reached. We expect any new cash flow injections to be
utilized in working capital needs and retiring matured debt. ARM had initially intended to expand
Kenyan Capacity from 1M MTPA to 2.5M MTPA, in a bid to utilize internally its excess clinker capacity.
Given the current utilization challenges and cash flow constraints, we do not expect the company to
continue with these plans in the near term.

Capacity is forecasted as flat for 2017, 2018 and 2020. We expect Kenya capacity to increase IMTPA in
2020. This will effectively reduce Kenya’s Utilization rate in that year to 65% in that year from 91%
projected for 2019.

We expect utilization in Tanzania to stand at 50% in 2017 and improve gradually to 75% over our 5 year
forecast period. We expect the power situation to improve in Tanzania as government steps in to
address the power shortage. Utilization is however expected to remain below Kenya, as competition in
Tanzania and key export markets intensifies.

We expect cement prices to remain under pressure in 2018 as more capacity increases hit the market.
We, however, expect gradual increases in cement prices from 2019 going forward. While we remain
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force industry-wide price increases. Global commodity prices are expected to improve in the coming
years as global output increases (see discussion on industry trends). Cement companies are further
expected to improve their production processes in a bid to protect margin dilution from market forces.

Corporate Governance restructuring

Significant changes at board and management levels have been effected in 2017, which we believe to be
the potential turning point of ARM's strategy for the better. Since the entry of CDC, ARM has seen the
entry of 3 new Non-executive directors and exit of 3 Non-executive directors. Joining the board in 2017
are seasoned Investment banker John Ngumi, Former PPC managing director-Pepe and Head of CDC
Africa Mr. Ketan Gordan (also former CEO of PPC). Atul Mathur, Michael Turner, and Daniel Ndonye
resigned as Directors of the Company following the EGM of shareholders of the Company held on
August 26, 2016.

Mr. Rick Ashley- former chairman of ARM recently stepped down from his position as Chairman of the
Company to take on an executive role (CEQ). Mr. Rick Asheley is the former CEO of Old mutual Asset
managers Kenya and served as Managing director at Kestrel Capital. Mr. Pradeep Paunrana stepped
down as CEO to focus on the identification of a strategic investor. Mr. Wilfred Murungi took-over as
Chairman of the Company.

While the effect of this management restructuring is yet to be seen, we believe these changes to be
critical to ARM's future growth. We expect the realignment of the board and management team to
prevent future missteps in investing, through emphasis on risk management. Specifically, bringing in
Sector expertise at board level (two former CEO of PPC), and putting Rick Ashley in charge of operations,
means that CDC is looking to enhance significant value uplift in the company, as it positions itself for a
future exit.

CDC infiltration into ARM’s board may create further potential synergies for the two organizations. CDC
through its subsidiary Globeleq, has invested in power generation in Tanzania. This could be a potential
solution to ARM power problems in Tanzania.

ARM Valuation

We used the discounted cash flow method to derive a value per share of Kes 22. Given the current
internal reforms happening in the company, we found DCF to be ideal in capturing the impact of
expected changes on cash flows. We summaries our assumptions and findings below.
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DCF 2017F 2018F 2019F 2020F 2021F

DCF Assumptions Operating cash flows 484 2,099 2,129 2,368 3,429

Riskfree rate 13.0% CAPEX 3,761 (218) (1,340) (1,853) (493)
Beta (5year) 1.20 FCFF 4,246 1,881 789 515 2,937
Equity risk premium 5.0% l‘érlrz‘::'”aﬁt;]’a_‘;“e - - - - - 35249
Cost of Equity 19.0% Ve Wwith Termina 4246 1,881 789 515 38,186
Cost of Debt 14.0% Discount period 02 12 22 32 42
Tax rate 30% Discount factor 1.0 0.9 0.7 0.6 0.6
Debt: Equity 45:55 Discounted cash flow 4,159 1,604 586 333 21,511
WACC 14.8% Enterprise Value 28,193

. ' Outstanding Debt 9,685
Terminal growth 6.0% Equity Value 18,508

Outstanding shares 849

Value per share 21.80

ARM Financial Statements

Below is a summary of the historical and forecasted financial statements for ARM.

Income Statement 2012A 2013A 2014A 2015A 2016F 2017F 2018F 2019F  2020F
Sales 11,480 14,495 13,743 14,736 12,824 11,950 10,875 11,162 15,432
Cost of Sales (8,171) (10,732) (10,018) (10,391) (10,851) (10,516) (8,813) (8,767) (11,735)
Gross Profit 3,308 3,763 3,725 4,345 1,973 1,434 2,062 2,395 3,697
Other Operating Income 78 175 127 193 24 239 217 223 309
Net forex gains/(losses) 22 50 (286) (3,717) (653) - - - -
Distribution Costs (127) (122) (291) (473) (441) (836) (304) (290) (370)
Administrative Expenses (534) (552) (789) (680) (229) (229) (220) (214) (209)
EBITDA 2,725 3,263 2,771 3,385 1,326 607 1,754 2,114 3,426
D&A (427) (649) (641) (878) (1,646) (1,767) (1,484) (1,397) (1,317)
EBIT 2,298 2,615 2,130 2,507 (319) (1,160) 271 717 2,109
Finance Costs 477) (440) (192) (2,310) (3,012) (1,260) (600) (541) (493)
Finance Income 26 91 365 5 6 5 - - -
Profit Before Tax 1,869 2,316 2,018 (3,539) (3,979) (3,914) (329) 176 1,616
Tax Charge (545) (651) (525) 648 1,179 1,174 99 (53) (485)
Net profit 1,325 1,664 1,493 (2,891) (2,800) (2,740) (230) 123 1,131
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Balance sheet(KES m) 2015A 2019F 2020F
Property, plant and equipment 18,623 22,442 28,257 43,657 42,168 36,634 35,362 35,298 35,824 18,623
Operating lease prepayments 178 149 150 156 156 156 156 155 155 178
Intangible assets 145 195 228 191 230 236 243 250 261 145
Goodwill 71 71 71 71 71 71 71 71 71 71
Non-current assets 19,017 22,857 28,707 44,168 42,773 37,245 35979 35,922 36,458 19,017
Inventories 3,316 2,530 4,036 3867 3,274 3,301 2840 2,898 3,977 3,316
Trade and other receivables 1,929 2,784 3,746 3,536 4,619 4,083 3,474 3,317 4,244 1,929
Other assets 2,371 1,373 354 159 103 90 106 113 103 2,371
Cash and bank balances 321 162 128 206 157  (1,612) (1,331) (1,632) (2,381) 321
Current assets 7,936 6,849 8,263 7,768 8,286 6,006 5,217 4,818 6,074 7,936
Total assets 26,953 29,705 36,970 51,937 51,059 43,251 41,197 40,740 42,532 26,953
Share capital 495 495 495 495 849 849 849 849 849 495
Share premium 302 302 302 302 14,095 14,095 14,095 14,095 14,095 302
Revaluation surplus 1,325 951 618 11,083 10,308 9,402 8,735 8,113 7,533 1,325
Translation reserve (54) (52) 46 (53) 15 15 15 15 15 (54)
Retained earnings 4946 6,428 7,957 5,014 2,522 688 1,125 1,871 3,284 4,946
Equity to equity holders 7,014 8,124 9,418 16,841 27,789 25,049 24,819 24,942 25,776 7,014
Non - controlling interests 107 100 2 5 6 6 6 6 6 107
Total equity 7,121 8,224 9,421 16,846 27,795 25,055 24,825 24,948 25,782 7,121
Borrowings 11,074 12,001 7,656 8,949 4575 3,539 3,496 3,586 3,665 11,074
Other liabilities 2,255 2,234 2,345 5883 4529 4529 4529 4529 4529 2,255
Non-current liabilities 13,330 14,235 10,001 14,832 9,104 8,068 8,025 8,116 8,194 13,330
Borrowings

Trade and other payables 3,917 4,267 13,216 15432 11,414 4946 3,989 3,350 2,798 3,917
Other liabilities 2,556 2,400 3,929 4,717 5,429 5,083 4,260 4,237 5672 2,556
Current liabilities 29 580 403 110 85 103 103 97 97 29
Total equity and liabilities 6,503 7,247 17,548 20,259 14,159 10,128 8,347 7,676 8,556 6,503

Cash flow statement(Kes m) 2012A 2013A 2014A 2015A 2016F 2017F 2018F 2019F 2020F 2021F

Net cashfrom operating activities 1,208 2,736 904 1,684 1,527 484 2,099 2,129 2,368 1,208
Net cash used in investing activitie: (2,769) (4,416) (6,891) (2,977) (242) 3,761 (218) (1,340) (1,853) (2,769)
Net cashfrom financing activities 3,535 (1,117) 4,310 (1,145) (725) (2,457) (1,600) (1,090) (1,264) 3,535
Net increase/(decrese) in cash 1,974 (2,797) (1,677) (2,438) 560 1,789 281 (301) (749 1,974
Cas and cash equivalents 1 Jan  (1,204) 770 (1,879) (2,736) (3,383) (3,402) (1,612) (1,331) (1,632) (1,204)
Cashand cash equivalents 31 Dec 770 (1,879) (2,736) (3,383) (3,402) (1,612) (1,331) (1,632) (2,381) 770
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Bamburi Cement

Return Performance- Bamburi’s Return on equity
has consistently improved since 2013, on the back of
improving operating margins, and maintenance of a
healthy balance sheet. These performance drivers can
be traced back to two factors.

1. A prudent investment policy that seemed to
have focused on increasing asset turnover
through increasing capacity utilization of its
plants, at the expense of volume market share.
Compared to peers, Bamburi’s capacity has
remained fairly flat in the last 10 year as they
looked to increase their utilization which has
ranged between 80% -90% in the last 10 years.
The low capex over the period allowed Bamburi
to retain a generous dividend policy while
maintaining a cash-rich balance sheet with zero
debt.

2. Favorable commodity prices have helped

Bamburi maintain good margins. Since the

beginning of 2015, commodity prices were on a

decline following the slowdown in global

growth. Prices of key inputs like clinker, coal,
and fuel have enjoyed favorable pricing in those
two years. This is now revising as global output

recovers.

RATING: BUY

Bloomberg ticker BMBC KN
Last close (KES) 7™ Nov 177.00
Fair value (KES) 233.00
Upside potential 31.6%
Market cap (KES bn) 64.2
Dividend Yield 6.59%
52-week range 140.00 —200.00
TEV/EBITDA 7.6x
Average daily volumes 62,151
Year End 31° DEC

Background Info

Bamburi Cement Limited, together with its subsidiaries,
manufactures and sells cement and cement-related products. The
company operates through two segments, Kenya and Uganda. It
offers cement products under the Powermax, Powercrete, Nguvu,
Supaset, Multipurpose, Powerplus, and Roadcem brands; and pre-
cast concrete paving blocks under the BamburiBlox brand. The
company also provides precast molded products that include
drainage products and edge restraints, and fencing and walling
products; and ready-mix concrete. In addition, it engages in the
rehabilitation of quarries; and ownership and maintenance of a
nature and environmental park developed from rehabilitated
quarries. Bamburi Cement Limited also exports its products to DRC,
Uganda and South Sudan. The company was founded in 1951 and is
based in Nairobi, Kenya. Bamburi Cement Limited is a subsidiary of
Lafarge S.A.

1 Yr Price Chart

210 4,500
190 VV/&M 4,000
170 ]nmu 3,500
150 M 3,000
130 2,500
—— Bamburi ——NSE 20
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ROE Driver 2012-2016
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Expansion strategy

Bamburi has now embarked on a capacity expansion that is expected to be carried out in two phases.
The first phase will see the company add 900k tons per annum (TPM) in Nairobi and 800k tpm in
Uganda. This will represent 54% increase in grinding capacity. Management has indicated that the plants
will be completed by second half of 2018. The second phase of the expansion which is still under the
planning process will involve a green field clinker plant.

Uganda- The ongoing expansion in Uganda is an interesting one. Hima Cement (Bamburi’s subsidiary in
Uganda) is setting up a greenfield grinding plant in Tororo Eastern Uganda 212 Km east of Kampala.
Tororo is also 44KM from Busia border via Malaba. The plant is strategically placed to supply cement to
the Kampala market, and the border towns along the Kenya- Uganda border. Tororo is also strategically
closer to the proposed route for the Malaba-Kampala standard gauge railway. It is, however, unclear
whether the project will take off after Uganda authorities were reported to be considering a different
route via Tanzania. Regardless of this, we believe the plant will work to serve the cement needs of
Kampala city and the wider eastern Uganda which were previously being served by Bamburi Kenya. It is
now clear that the plant Western Uganda near Kasese town will continue to focus of the export market
of Rwanda and DRC Congo while the new plant will serve Kampala and the other parts of Eastern
Uganda.
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Infrastructure Capacity- We believe Bamburi is positioning itself to be a major player in the
Infrastructure market. Their expansion drive is observed as timely when the country is geared to
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undertake major projects in the next 10 years (see construction sector outlook above). Local cement
companies in the past been constrained in capacity for high-grade cement which is required for infra
projects. This has forced contractors to import high-grade cement from Asia.

Market share- Management has indicated that it will be focusing on its distribution channels in a
bid to command loyalty from distributors. Product diversification is also a key area of focus for the firm.
Bamburi are the leaders of ready-mix cement, pre-cast products, and high-grade cement. Although
competition is moving to expand their product offering, we believe Bamburi will continue to command
market leadership in these markets. It is however interesting to see how they are going to compete for
market share given the current price wars in the market. Bamburi has historically been able to sell its
products at a premium because of the high-quality perception that consumers have.

Bamburi Valuation

We used the discounted cash flows method to derive a value per share of Kes 233. The discounted cash
flow method captures the new growth prospects for Bamburi, given their new planned capacity
installations in the next 3 years. We believe this method captures this new growth ambition while
adjusting to impact of industry and Macro factors. Below is a summary of our assumptions and Forecasts

for Bamburi.

DCF 2017F 2018F 2019F 2020F 2021F
DCF Assumptions Operating cash flows 6,066 6,601 7,596 8,923 10,457
Riskfree rate 13% CAPEX (1,692) (5,486) (4,115) (1,275) (1,460)

FCFF 4,375 1,115 3,481 7,648 8,997
Beta (Syear) 0.75 Terminal value 106,570
Equity risk premium 5% FCFF with Terminal valus 4375 1,115 3,481 7,648 115,568
Cost of Equity 16% Discount period 0.15 1.15 2.15 3.15 4.15
Cost of Debt 14% Discount factor 0.98 0.85 0.74 0.64 0.6
ostotbe 0 Discounted cash flow 4,283 949 2,573 4,910 64,470
Tax rate 30% Enterprise Value 77,185
Debt: Equity 15:100 Cash _7405

Equity Value 84,590

0,

WAC_C 1506 Outstanding shares 363
Terminal growth 6.0% Value per share | 233 I
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Bamburi cement Financial Statements

Income statement (Kes m) 2012A  2013A 2014A 2015A 2016A 2017F 2018F 2019F 2020F 2021F
Revenue 37,491 33,928 36,029 39,200 38,034 36,182 39,994 45167 51,498 58,860
Cost of sales (26,380) (23,933) (25,184) (25,055) (23,219) (23,146) (25,525) (28,930) (32,915) (37,632)
Gross profit 11,111 9,995 10,845 14,145 14,815 13,036 14,469 16,237 18,584 21,227
Distribution costs (115) (73) (223) (2,115) (1,405) (1,183) (1,392) (1,525) (1,766) (2,002)
Marketing expenses (154) (168) (190) (205) (219) (196) (219) (251) (282) (324)
Administration expense (1,363) (1,435) (1,721) (2,287) (2,069) (2,193) (2,325) (2,557) (2,711) (2,873)
Other expenses (1,316) (1,483) (1,801) (1,610) (1,648) (1,755) (1,841) (1,855) (1,923) (1,999)
EBITDA 8,163 6,836 6,910 8,928 9,474 7,709 8,692 10,049 11,902 14,029
Depreciation & Amortization (1,322) (1,594) (1,635) (1,649) (1,605) (1,566) (1,828) (1,982) (1,938) (1,909)
EBIT 6,841 5,242 5,275 7,279 7,869 6,144 6,864 8,067 9,965 12,120
Investment income 657 473 349 374 369 279 393 309 304 476
Other gains and losses (72) (78) 253 997 33 23 23 23 23 23
Finance costs (251) (121) (76) - - - - - - -

Profit before tax 7,176 5,516 5,801 8,458 8,271 6,446 7,280 8,399 10,292 12,619
Tax charge (2,294) (1,843) (1,898) (2,586) (2,381) (1,934) (2,184) (2,520) (3,088) (3,786)
Net Profit 4,882 3,673 3,903 5,872 5,890 4,512 5,096 5,879 7,204 8,833

Balance Sheet (Kes m)

2013A

2014A

2015A

2016A

2017F

2018F

2019F

2021F

Property, plant and equipment 25,572 25,651 24,263 22,897 21,093 21,229 24,893 27,028 26,365 25,911
Prepaid operating lease rentals 175 206 186 164 145 138 131 125 119 113
Intangible assets 160 118 118 84 78 86 87 90 98 108
Equity investments 452 787 662 535 278 344 344 344 344 344
Goodwill 217 217 217 217 217 217 217 217 217 217
Non-current assets 26,576 26,979 25,446 23,897 21,811 22,014 25,672 27,805 27,143 26,693
Inventories 5606 5,357 558 6,604 6,331 6,311 6,785 7,492 8,298 9,230
Trade and other receivables 1,712 1,487 2,209 2945 5529 5260 5,211 5205 5,158 5,009
Corporate tax recoverable 375 317 107 131 168 168 168 168 168 168
Cash and cash equivalents 8,769 8876 7,644 8453 6,972 8540 6564 6,333 9,722 13,881
Current assets 16,462 16,037 15,545 18,133 19,000 20,279 18,728 19,198 23,346 28,288
Total assets 43,038 43,016 40,991 42,030 40,811 42,294 44,400 47,003 50,489 54,981
Share capital 1,815 1815 1815 1815 1815 1,815 1,815 1,815 1,815 1,815
Revaluation surplus 8,307 7,963 7,683 7,424 7,163 7,163 7,163 7,163 7,163 7,163
Fair value reserve 249 584 459 332 75 141 141 141 141 141
Translation reserve (860) (306) (449) (1,030) (1,796) (1,796) (1,796) (1,796) (1,796) (1,796)
Retained earnings 18,875 18,874 17,220 18,348 19,148 20,575 22,186 24,045 26,686 30,205
Equity attributable to owners 28,386 28,930 26,728 26,889 26,405 27,898 29,510 31,369 34,010 37,529
Non-controlling interests 2475 2580 2,391 2,817 3,414 3,414 3,414 3,414 3,414 3,414
Total equity 30,861 31,510 29,119 29,706 29,819 30,586 32,025 34,841 38,557 42,611
Deferred tax liability 4,033 4,191 3,955 3,365 2,674 2,674 2,674 2,674 2,674 2,674
Provision for liabilities and charges 556 1,025 457 620 695 695 695 695 695 695
Employee defined benefit scheme 577 309 692 646 577 577 577 577 577 577
Non-current liabilities 5166 5525 5104 4,631 3946 3,946 3,946 3,946 3,946 3,946
Provision for liabilities and charges 505 410 316 284 59 59 59 59 59 59
Employees' defined benefit liabilitie: - - 13 37 98 98 98 98 98 98
Trade and other payables 6,195 5,236 6,414 6,803 6,883 6,861 7,357 8,100 8,946 9,918
Current liabilities 7,011 5981 6,768 7,693 7,046 7,024 7,520 8,263 9,109 10,081
Total Equity and Liabilities 43,038 43,016 40,991 42,030 40,811 42,283 44,389 46,992 50,478 54,970
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Cash flow statement (Kes m) 2012A 2013A 2014A 2015A 2016A 2017F 2018F 2019F 2020F 2021F

Net cash from operating activities 7,461 5,182 5,921 6,267 3,949 6,345 6,994 7,904 9,227 10,934
Net cash used in investing activitie (1,365) (936) (898) (966) (448) (1,692) (5,486) (4,115) (1,275) (1,460)
Net cashused in financing activities (4,404) (4,211) (6,235) (4,451) (4,764) (3,085) (3,485) (4,020) (4,563) (5,314)

Net increase/(decrease) 1,692 35 (1,212) 850 (1,263) 1,568 (1,977) (230) 3,388 4,159
At the beginning of the year 7,136 8,769 8,876 7,644 8453 6,972 8540 6,564 6,333 9,722
At end of the year 8,769 8876 7,644 8453 6,972 8540 6564 6,333 9,722 13,881
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Tanzania Portland

We initiate coverage on Tanzania Portland cement (TPCC) with a
BUY recommendation at a fair value of Tzs 2,238 This gives an
upside of 47% over the current price of Tzs 1,520

Background

TPCC is the leading cement producer in Tanzania with around 33%
market share. It operates an integrated cement plant at Wazo Hill,
located about 30 km northwest of Dar es Salaam, with a capacity of
around 2 MT.

The company was established in 1959 by Cementia Holdings of
Switzerland in collaboration with the Tanganyika government. In
1973 the company was nationalized by the government of Tanzania
increasing its ownership to 100%. In 1998 the company was
reprivatized when the government lost majority shareholding to
Scancem International of Norway.

TPCC's ultimate holding company is Germany multinational
Heidelberg Cement AG, a global market leader in aggregates and
one of the world's largest manufacturers of building materials.
Heidelberg Cement owns 93.94% of Scancem International, which in
turn owns 69.25% of TPCC. TPCC enjoys technical support as part of
this relationship and also imports raw material, spare parts, and
consumables on an arms-length basis from Scancem International.

In September 2006 the Company listed on the Dar es Salaam Stock
Exchange.

Financial Highlights

Revenue growth despite increasing competition

TPCC’s revenues have grown by a 3% CAGR over the last five years.
This was lower than the industry’s estimated growth of 10% over
the same period mainly due to increased competition as a result of
new market players and cheaper imports from Asia.

The company’s resilience to market conditions was a result of
strategic launch of new brands and increase in production capacity.
The introduction of Twiga Plus brand in 2015 saw net revenues
grow by 17% to Tzs 292 bn and the revenue contribution of this
brand has averaged 34% of net revenues over the last two years.
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RATING: BUY

Bloomberg ticker TWIGA TZ
Last close (TZS) 1,520.00
Fair value (TZS) 2,238.00
Upside potential 47.26%
Market cap (TZS bn) 273.48
TEV/EBITDA 4.3x
Dividend Yield 17.76%
Average daily volumes 10,705
52-week range 1,520-2,500
Year End 31* March

Background Info

TPCC is the leading cement producer in Tanzania
with around 33% market share. It operates an
integrated cement plant at Wazo Hill, located
about 30 km northwest of Dar es Salaam, with a
capacity of around 2 MT.

in 1959 by
Cementia Holdings of Switzerland in collaboration

The company was established

with the Tanganyika government. In 1973 the
company was nationalized by the government of
Tanzania increasing its ownership to 100%. In
1998 the company was reprivatized, when the
government lost

majority shareholding to

Scancem International of Norway
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The completion of a cement mill 5 in the last quarter of 2015 also contributed significantly to volume

and revenue growth in FY15. It increased production capacity by 700,000 tons to around 2 million tons.

Going forward we expect increased competitive pressure from Dangote Cement, who have shaken the
market after operationalizing their 3 million tonne facility. Based on HY17 results, we expect the TPCC'’s
revenues to drop by 10% for the full year due to pressure on sales prices and thereafter to grow at an
annual rate of 4% to FY21. TPCC is set to introduce a new brand, Twiga Jenga, as a product
differentiation strategy in order to boost sales and is also expected to benefit from the increase in
import duty by the government from 25% to 35%, and a growing market.

Deteriorating margins due to erratic power supply

Gross margins reduced gradually from 49% in FY12 to 39% in FY12 mainly as a result of unreliable power
supply from TANESCO. This resulted in increased additional fuel costs of generating power and increased
use of imported clinker for cement production, as it limited the production of clinker.

EBITDA margins reduced further due to increased staff and marketing costs. Marketing costs increased
significantly in FY15 by to in line with the introduction of Twiga Plus brand. We expect similar levels of
marketing costs for FY17 as the company prepares to introduce Twiga Jenga. The drop in margins has
contributed to a drop in ROE from 29% in FY12 to 20% in FY16.

We expect margins to deteriorate further in FY17 but thereafter to revert to levels similar to their 5-year
historical mean. The company has been rehabilitating their kilns to improve clinker efficiency and is also
analyzing the potential to build a gas power plant as an extra source of energy to compensate for the
current fluctuation in power supply.

Increased dividend payout over the last 5 years

The dividend payout has increased from 54% in FY12 to 122% in FY16 as a result of improved free cash
flow position. On absolute payout, dividends reduced in FY16 in line with a drop in net profit in that
year. We expect the absolute payout to reduce further in 2017, but we expect TPCC to be able to
maintain levels of Tzs 200-240 per share over the next 5 years. The company currently has no debt and
could borrow for capital expenditures in order to take advantage of tax incentives and improve
efficiency in the use of capital.

Key Drivers

Resilient performance in a challenging market

In contrast with some of its peers, such as Tanga Cement and ARM’s Tanzania division, TPCC has on
average grown its revenues and maintained its market share above 30% despite the entrance of
Dangote. This is attributable to effective brand management and the strategic increase in production
capacity. We expect TPCC’s market share to eventually fall below 30% as Dangote grows stronger, but
maintain at current levels especially with the expectation of reducing imports following the increase in
import duty in Tanzania, and consistent market growth going forward.

Clinker sufficiency

The company became clinker sufficient in 2013 following the rehabilitation of kiln 3, increasing clinker
production by 250,000 tons per year. The company also recorded sales of Tzs 2.2 bn in excess clinker, an
indication that the company will maintain clinker sufficiency, even as the utilization rate of the new
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700,000-tonne mill improves going forward. We expect this to reflect positively on gross margins as it
eliminates the need to import clinker.

YOUR VISION OUR MISSION

Healthy financial position

With very minimal debt on their books, TPCC is in a good position to borrow for any needed capital
expenditure. This is crucial for the company at this point considering the need to build a power plant to
ensure sufficient and reliable power supply for production. With other players also keen on seeking
ways to generate their own power, it is important for TPCC to achieve this as soon as possible in order to
maintain its competitiveness. Nyati Cement, which began operations in Dar es Salaam in 2014, already
operates its own 10MW coal-fired power plant.

As the market continues to grow, there will also be an increasing need to increase production capacity in
order to protect market share.

Trading at low multiples

TPCC is currently trading at PE and EV/EBITDA multiples of 8.0x and 4.0x, which are lower than SSA
peers' median multiples of 15.4x and 6.9x respectively, despite having the highest dividend yield of
17.8% and the second highest net margin of 14.4%. The potential for the share price to rally is only
restricted by the low market liquidity of the Dar es Salaam Stock Exchange.

Key Risks

Increasing competition

The effect of an increase in the number of cement producers has been very visible on the performance
of TPCC and its peers in the country through a reducing prices and volumes. New entrants are attracted
by Tanzania's per capita consumption of 65kg, which is way below SSA's average per capita consumption
of 84kg.

The Tanzania industry had been dominated for years by three major producers, TPCC,Tanga Cement,
and Lafarge-owned Mbeya Cement. Over the past few years, several new players, including ARM
Cement, Camel Cement, Lake Cement, Lee Building Materials and Dangote Cement have joined.

With mega-infrastructure projects lined up by the government, expected increase in cement demand
should attract an increase in production. This is a key risk to the company’s market share and revenue
growth.

Unreliable power supply

Over the years, the power supply has been erratic and impacted on the Company's capacity to meet its
operational objectives. The company's heavy reliance on the power supply from TANESCO presents a
key risk to the company's performance due to its erratic nature.

Energy is key in the operational activities of the company, in terms of energy costs and clinker import
costs. This has prompted TPCC to seek an alternative source of energy in order to mitigate this risk.

Regulatory Risk
The government’s policies on import duty and classification of imported products have an impact on the
company’s performance indirectly through influence on competition. The recent increase in import duty
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from 25% to 35% is expected to be positive for TPCC through increase in costs of imported cement. A
reverse would lead to weakening of TPCC’s competitiveness and a loss in market share.

YOUR VISION OUR MISSION

Valuation

We used the discounted cash flows method to derive a value per share of Tzs 2,325. Below is a
summary of our assumptions and Forecasts for Tanzania portland.

. DCF Valuation 2017 2018 2019 2020 2021
Cash flow from operations 22,581 21,391 22,035 23,217 24,391
Risk free rate 14.0% Add back interest paid 10,868 11,243 11,748 12,281 12,637
Beta (Syear) 0.50 Investing cash flows (5,824) (5,850) (6,025) (6,277) (6,612)
Equity risk premium 8.0% Free cash flow to the firm before TV 27,626 26,783 27,759 29,221 30,416
Cost of Equity 18.2% Terminal value 406,903
Cost of Debt 16% Free cash flow to the firmafter TV 27,626 26,783 27,759 29,221 437,318
Discount period 0.24 1.24 2.24 3.24 4.24
Taxrate 30% Discount factor 097 085 075 066 058
Debt:Equity 0:100 Discounted CF 26,750 22,773 20,717 19,143 251,482
WACC 18.2% Enterprise value 340,875
Terminal growth 6.0% Less Net Debt 192,867
Equity value 148,008
Number of shares (m) 64
Value per share 2,325

Financial Statements

Income Statement (Tzs m) 2012A 2013A 2014A 2015A 2016A 2017F 2018F 2019F 2020F

Revenue 249,112 213,775 243,270 287,960 277,227 249,739 264,723 277,959 289,077 297,7
Cost of Sales (126,706) (138,409) (135,611) (170,653) (170,494) (164,827) (169,423) (172,335) (173,446) (172,69
Gross Profit 122,405 75,366 107,659 117,306 106,733 84,911 95300 105,624 115,631 125,0!
Other operating income 334 11,270 5,671 119 476 499 529 556 578 59
Selling and marketingosts (1,744) (2,780) (2,161) (2,243) (3,641) (3,196) (3,383) (3,558) (3,717) (3,85
Administrative costs (17,101) (20,337) (20,462) (20,831) (27,228) (24,276) (25,714) (27,246) (28,878) (30,61
EBITDA 103,895 63,518 90,707 94,351 76,340 57,938 66,733 75,377 83,614 91,1
D&A (11,960) (13,111) (14,233) (19,258) (20,279) (16,945) (16,203) (15,608) (15,133) (14,75
Other operating expenses (775)  (1,251) (831) (1,295) (2,174) (1,249) (1,324) (1,390) (1,445) (1,48
EBIT 91,160 49,157 75,643 73,798 53,887 39,745 49,206 58,380 67,036 74,9
Finance income 1,014 767 842 912 804 464 355 226 211 3C
Profit before tax 92,341 50,395 79,020 80,853 57,459 40,208 49,561 58,606 67,247 75,2
Income tax expense (30,763) (12,755) (24,542) (24,607) (17,621) (12,062) (14,868) (17,582) (20,174) (22,57
Profit for the year 61,579 37,640 54,478 56,247 39,838 28,146 34,693 41,024 47,073  52,6¢
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Balance sheet (Tzs m)

Property, plant ancequipment 153,246 176,390 188,709 175,995 161,040 154,626 149,435 145,276 141,965 139,321
Intangible asset 251 142 505 4,284 3,765 3,252 2,856 2,551 2,319 2,141
Leasehold land 1,255 1,230 1,202 1,176 1,148 1,120 1,094 1,067 1,042 1,017
Non-currentassets 154,752 177,762 190,416 181,454 165,953 158,998 153,384 148,895 145,325 142,478
Inventory 50,118 52,372 58,333 56,100 63,652 61,415 63,592 65,157 66,052 66,239
Current tax recoverable - 209 420 - 1,649 1,649 1,649 1,649 1,649 1,649
Trade andother receivables 18,393 20,859 27,114 33,921 31,075 28,737 30,461 31,984 33,264 34,262
Cash and bank balances 54,567 43,488 36,840 37,165 23,176 17,743 11,304 10,560 15,472 25,805
Current assets 123,078 116,928 122,707 127,186 119,552 109,544 107,006 109,350 116,437 127,955
Total Assets 277,830 294,690 313,122 308,640 285,505 268,542 260,390 258,245 261,762 270,433
Share capital 3,598 3,598 3,598 3,598 3,598 3,598 3,598 3,598 3,598 3,598
Retained Earnings 209,431 220,204 226,113 210,305 193,614 178,578 170,089 167,932 171,823 181,309
Equity 213,030 223,802 229,712 213,904 197,212 182,177 173,688 171,530 175,422 184,907
Interesting-bearing loans 327 277 227 176 - - - - - -

Provision for employee benefitt 3,561 5,480 5,127 5,589 3,882 3,882 3,882 3,882 3,882 3,882
Deferred tax liability 29,463 24,811 29,691 29,270 26,533 26,533 26,533 26,533 26,533 26,533
Provision for site restoration - - 1,784 2,560 3,373 3,373 3373 3,373 3,373 3,373
Non-current liabilities 33,351 30,568 36,829 37,594 33,788 33,788 33,788 33,788 33,788 33,788
Trade and other payables 28,278 37,731 43,572 32,474 35,778 35,675 37,830 39,661 41,104 42,109
Dividend payable 2,418 2,522 2,945 22,004 18,721 16,903 15,085 13,266 11,448 9,629

Current liabilities 31,449 40,320 46,581 57,142 54,505 52,578 52,915 52,927 52,552 51,738
Total Equity and Liabilities 277,830 294,690 313,122 308,640 285,505 268,542 260,390 258,245 261,762 270,433

Cash flow statement (Tzs m) 2019F 2020F 2021F
Net Cashrom operating activities 55,634 49,715 67,372 56,870 51,307 49,562 49,150 55,374 61,475 67,243
Net cashused in investing activities (14,507) (37,081) (29,559) (10,417) (4,714) (9,990) (10,589) (11,118) (11,563) (11,910)
Net cashfrom financing activities  (33,970) (24,343) (45,886) (53,056) (60,483) (45,005) (45,000) (45,000) (45,000) (45,000)

Net Increase/ Decrease 7,157 (11,709) (8,073) (6,603) (13,890) (5,433) (6,439)  (744) 4,912 10,333
Cash ad cash equivalents at 01 Ja 46,245 54,567 43,488 36,840 37,165 23,176 17,743 11,304 10,560 15,472
Cash andtash equivalents at 31 De 54,567 43,488 36,840 34,798 23,176 17,743 11,304 10,560 15472 25,805
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Tanga Cement

We initiate coverage on Tanga Cement with a BUY
recommendation at a fair value of Tzs 1,943 This gives an
upside of 62% over the current price of Tzs1,200

Background

The company was founded in 1980, and commissioned its
first 500,000 plant in Tanga, as astate company of
the Tanzanian government, in a management
contract with Holcim Cement of Switzerland. In 1996, it
was privatized and majority-owned by Holcim.

In 2009, the company commissioned its second mill,
which increased total production capacity to 1.25 million
tons per year. Tanga’s current holding company is
Afrisam, a leading cement company in South Africa,
which owns 68%.

Financial Highlights

Declining cement revenues due to increased
competition

Tanga’s revenues have declined by a 10% CAGR over the
last five years, due to the impact of reduced sales prices
and volumes as a result of competition from new players
and cheap imports from Asia. Due to its location, the
company has also faced competition from Kenyan
imports which increased in 2014 after the removal of
tariffs between East African countries.

Tanga has performed worse in terms of revenues than its
peers which suggests that it is losing market share faster.
The company could face additional pressure from ARM
Cement which is looking to improve its highly under-
utilized plant in Tanga.

Going forward, we expect further drops in revenues for
FY17 and FY18 due to expected increase in competitive
pressure as well as lower production due to the
governments ban on coal imports, but to grow marginally
by an annual rate of about 3% post FY18, based on the
expectation of increased local production of coal and
growth in cement demand.
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RATING: BUY

Bloomberg ticker SIMBA Tz
Last close (TZS)-7" Nov 1,200.00
Fair value (TZ2S) 1,943.00
Upside potential 62.0%
Market cap (TZS bn) 75.59
Dividend Yield 1.84%
EV/EBITDA 7.6x
Average daily volumes 481
52-week range 1,360 - 1,860
Year End 31 Dec

Background Info

Tanga Cement Public Limited Company manufactures,
distributes, and sells cement and clinker. The company offers
Portland limestone cement with limestone extenders, which is
used in constructions, such as structures, and structural and
nonstructural cast constructions; reinforced concrete for
foundations, columns, beams, slabs, girdles, bearing walls,
etc.; precast elements made of normal and reinforced
concrete; concrete for repairs in civil and industrial works,
fillings, and coatings of reinforced and non-reinforced
elements; and floor screeds and mortars, as well as mining
infrastructure and shafts. The company was formerly known
as Tanga Cement Company and changed its name to Tanga
Cement Public Limited Company in June 2014. Tanga Cement
in 1978 and is

headquartered in Tanga, Tanzania. Tanga Cement Public

Public Limited Company was founded

Limited Company is a subsidiary of AfriSam (Mauritius)
Investment Holdings Limited.
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Improved gross margins on new clinker capacity and new distribution model

In 2015, Tanga commissioned its second kiln, which more than doubled the company’s clinker capacity
to 1.25 million tons per year. This was meant to enable cost savings by eliminating the need to purchase
clinker and also deliver additional revenue from the sale of excess clinker. However, poor quality and
unreliable power supply from TANESCO has limited production and forced the company to import
expensive clinker in order to ensure uninterrupted cement supply to the market.

Gross margins still improved significantly from 23% to 33% in FY16, helped by increased direct sales to
customers which is cheaper and enables cost savings on distribution costs. Tanga reviewed its
distribution model and opted to make direct sales through different distributors instead of through its
fully owned subsidiary, Cement Distributors EA Ltd (CDEAL). This led to reduced CDEAL operations and
thus reduced profits which resulted in an impairment of the goodwill on the investment in CDEAL,
suggesting that Tanga had made a mistake in acquiring full ownership of CDEAL in 2013, a decision that
was meant to improve integration of the whole value chain.

The new model has also contributed to better EBITDA margin in FY16 which reduced in prior years due
to growing transport costs as a result of reliance on more expensive road transport over deteriorating
railway network. Management has however noted an improvement in rail infrastructure which has
increased its utilization.

The decrease in net margins over the years has contributed to a similar reduction in ROE from 27% in
FY12 to 3% in FY16.

Finance costs weighing down on net profit
An increase in finance costs from Tzs 1.4 bn to Tzs 11.7 bn in FY16 resulted in a reduction in net margin
from 4% to 3% despite an improved EBIT margin.

The group has borrowed a total of Tzs 194.5 bn in 3 tranches over the last three years from the
Government Employees Pension Fund of South Africa (GEPF), mostly for the construction of the second
kiln which was completed in 2015. GEPF is managed by Public Investment Corporation (PIC) and also
owns 66% of Afrisam, Tanga’s largest shareholder. The company has a 3 year moratorium on the loans
with the first repayment due in FY17. From FY19, the moratoria on all tranches will have lapsed and we
expect the company to struggle with repayments based on projected operating cash flows.

Taking this into account we expect dividend payout to average below 25% from its 5 year historical
average of 33%.

Key drivers

Increasing demand to ease pressure on prices

The anticipated large infrastructure projects such as the oil export pipeline from Uganda through Tanga
in Tanzania, the Standard Gauge Railway (SGR), Dar es Salaam and Tanga port upgrades, and an
ultramodern sports stadium in Dodoma, are anticipated to shore up the demand for cement in Tanzania
over the next five years. This is expected to ease pressure on prices, by reducing the gap between
demand and supply.
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Improvement in efficiency to counter the effect of lower revenues
We expect the company to focus on improving and maintaining margins through increased direct sales
and improved utilization of the new kiln. This is however contingent to how fast the company can find
an alternative to coal imports due to the ban.

YOUR VISION OUR MISSION

Improved utilization will reduce the need to purchase clinker, thereby saving costs and protecting the
bottom line. We expect net profit to reduce over the next two year but rebound from FY19.

Key risks

Increasing competition

The effect of an increase in number of cement producers has been very visible on the performance of
Tanga and its peers in the country through a reducing prices and volumes. New entrants are attracted by
Tanzania’s per capita consumption of 65kg, which is way below SSA’s average per capita consumption of
84kg.

The Tanzania industry had been dominated for years by three major producers; Tanga Cement, Tanzania
Portland cement and Lafarge-owned Mbeya Cement. Over the past few years, several new players,
including ARM Cement, Camel Cement, Lake Cement, Lee Building Materials and Dangote Cement have
joined.

With mega-infrastructure projects lined up by the government, expected increase in cement demand
should attract an increase in production. This is a key risk to the company’s market share and revenue
growth.

Financial Risk

There is a high probability that the company will be forced to refinance current borrowings, based on
projected operating cash flows, which may push debt ratios to risky levels. There is also a high
probability that the company will fail to meet GEPF’s debt covenants, which include minimum debt
service coverage ratios. In the event of this, the agreement stipulates certain limitations on the
company, including not paying dividends without prior consent of the lender.

Unreliable power supply

Over the years, the power supply has been erratic and impacted on the Company’s capacity to meet its
operational objectives. The company’s heavy reliance on power supply from TANESCO presents a key
risk to the company’s performance due to its erratic nature. Energy is key in the operational activities of
the company, in terms of energy costs and clinker import costs.

Regulatory Risk

The government’s policies on import duty and classification of imported products have an impact on the
company’s performance indirectly through influence on competition. The recent increase in import duty
from 25% to 35% is expected to be positive for Tanga through increase in costs of imported cement. A
reverse would lead to weakening of Tanga’s competitiveness and a loss in market share.

Currency Risk

Through clinker imports and through the GEPF facility, Tanga is exposed to currency fluctuations. In
FY16, the principal amount of the company’s interest bearing borrowings increased to TZS 199.6 billion
from TZS 197.4 billion resulting from revaluation of the USD denominated loan.

Cement Sector Valuation Update | November 2017 31



CEMENT SECTOR

VALUATION UPDATE

NOVEMBER 2017
Valuation

We used the discounted cash flows method to derive a value per share of Tzs 2,325. Below is a

summary of our assumptions and Forecasts for Tanzania Portland.

AlIB CAPITAL LTD
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DCF Valuation 2017F 2018F  2019F  2020F 2021F
Operating cash flows 22581 21,391 22,035 23217 24,391

Risk free rate 14.0% CAPEX 10,868 11,243 11,748 12,281 12,637
Beta (5year) 0.85 FCFF (5,824)  (5,850) (6,025)  (6,277)  (6,612)
Equity risk premium 8.0% Terminal value 27,626 26,783 27,759 29,221 30,416
Cost of Equity 20.3% FCFF with TV - - - 362,096
Cost of Debt 16% Discount period 27,626 26,783 27,759 29,221 392,512
Tax rate 30% Discount factor 0.1 11 2.1 3.1 4.1
Debt:Equity 70:30 Discounted cash flow 1.0 0.9 0.7 0.6 0.6
WACC 13.92% Enterprise Value 27,067 22,838 20,599 18,872 220,613
Terminal growth 6.0% Add cash 309,988

Equity Value 192,867

Outstanding shares (m) 117,121

Value per share 63.7

Du Pont Analysis

2012A 2013A 2014A 2015A 2016A 2017F 2018F 2019F 2020F 2021F

Net Margin (%) 133.0 111.4 733 445 371 346 348 354 363 37.6
Equity multiplier (%) 150 138 122 39 26 23 28 35 44 56
Asset turnover (%) 134.2 123.3 166.0 247.9 237.4 226.4 2211 2161 210.6 2035
ROE (%) 268 190 149 43 22 18 21 27 34 43

Financial Statements

P&L (Tzs m) 2012A  2013A  2014A  2015A  2016A  2017F  2018F 2019F  2020F  2021F
Revenue 257,922 233,061 232,101 209,116 166,975 150,278 149,887 152,489 156,700 162,629
Cost of sales (178,538) (161,388) (161,508) (162,032) (112,553) (100,546) (99,535) (100,501) (102,492) (105,558)
Gross profit 79,384 71,672 70,593 47,084 54,422 49,732 50,352 51,988 54,207 57,072
Otherincome 1,796 68 565 237 2,067 125 125 128 132 137

Selling expenses (2,046)  (2,200) (3,402) (3,176) (3,734) (3,215) (3,069) (2,981) (2,917) (2,875)
Adminexpenses (14,978) (16,129) (15,986) (14,717) (14,821) (14,783) (14,744) (14,705) (14,666) (14,628)

EBITDA 64,156 53,411 51,770 29,428 37,934 31,860 32,664 34,430 36,755 39,706
D&A (5,463) (6,053) (5,146) (5,978) (17,801) (16,048) (15,608) (15,189) (14,795) (14,429)
EBIT 58,6903 47,358 39,752 19,900 19,839 15,812 17,056 19,241 21,960 25,277
Interest expense (354) (71) (138) (1,442) (11,706) (10,868) (11,243) (11,748) (12,281) (12,637)
Financeincome 507 382 268 320 83 88 92 175 267 363
Forexloss (1,281) (1,346) 3,646 (9,972) (2,562) - - - - -

Profit before tax 57,565 46,324 43,527 8,679 5653 5032 50906 7,667 9,946 13,003
Tax expense (18,820) (14,159) (15,126) (437) (1,391)  (1,510) (1,772) (2,300) (2,984)  (3,901)

Cement Sector Valuation Update | November 2017 32



CEMENT SECTOR AIB CAPITAL LTD

VALUATION UPDATE

NOVEMBER 2017
Profit for the year 38,746
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32,165 28,401 8,242 4,261 3,523 4,134 5,367 6,962 9,102

Balance sheet (Tzs m) 2012A 2014A 2015A 2016A 2018F 2019F 2020F 2021F
Property, plant and equipment 108,465 137,902 233,161 373,177 373,366 363,142 353,384 344,220 335,701 327,884
Financial assetInterest rate cap - - 7,867 7,630 7,152 7,152 7,152 7,152 7,152 7,152
Non-current assets 111,760 145,853 242,000 381,079 380,519 370,294 360,536 351,372 342,854 335,036
Inventories 31,882 22,093 36,177 38,124 32,673 28,361 27,258 26,696 26,383 26,374
Trade and other receivables 3,649 4,895 17,957 7,777 15,568 13,188 12,332 11,711 11,176 11,264
Tax recoverable 5,644 4,781 526 18,793 12,052 12,052 12,052 12,052 12,052 12,052
Cash and bankalances 40,944 31,613 20,060 24,340 9,503 9,891 18,778 28,718 38,976 47,323
Current assets 82,119 63,382 74,719 89,034 69,797 63,492 70,420 79,178 88,586 97,013
Total Assets 193,879 209,235 316,718 470,113 450,315 433,786 430,957 430,550 431,440 432,050
Capital and reserves

Issued capital 1,273 1,273 1,273 1,273 1,273 1,273 1,273 1,273 1,273 1,273
Translation reserve - - - 87 23 23 23 23 23 23
Treasury shares - - - (1,854) (1,507) (1,507) (1,507) (1,507) (1,507) (1,507)
Retainedearnings 143,177 168,432 189,522 190,123 189,885 191,816 195,122 199,470 205,096 212,479
Total equity 146,924 169,705 190,795 189,629 189,674 191,605 194,912 199,260 204,885 212,268
Provision of site restoration 69 73 102 146 21 21 21 21 21 21
Deferredtax liability 19,355 20,227 20,830 15,240 16,757 16,757 16,757 16,757 16,757 16,757
Term borrowings - - 48,861 197,363 189,213 194,576 172,750 149,699 125,353 99,640
Non-current liabilities 19,424 20,300 69,792 212,748 205,992 211,355 189,529 166,477 142,132 116,419
Trade and other payables 24,332 19,169 45,440 54,258 34,507 30,826 30,516 30,812 31,423 32,363
Bank overdrafts 912 61 9,260 6,047 6,984 - 16,000 34,000 53,000 71,000
Current liabilities 27,530 19,230 56,131 67,736 54,649 30,826 46,516 64,812 84,423 103,363
Total liabilities 46,954 39,530 125,923 280,483 260,641 242,181 236,045 231,290 226,554 219,781
Total Equity & Liabilities 193,879 209,235 316,718 470,113 450,315 433,786 430,957 430,550 431,440 432,050
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Research Disclosure

Though utmost care has been taken in the preparation of this report, we do not guarantee the accuracy or completeness of the information
contained herein nor will AIB Capital Ltd be held liable for the information contained herein.

The views expressed in this report are solely those of the Research Department and are subject to change without notice.

The information in this report is not an offer for the sale or purchase of any security. This document should only be considered a single factor
used by investors in making their investment decisions.

This publication may not be distributed to the public media or quoted or used by the public media without prior and express written consent of
AIB Capital Ltd.

NOTICE TO US INVESTORS

This report was prepared, approved, published and distributed by AIB Capital Limited Company located outside of the United States (a non-US
Group Company”). This report is distributed in the U.S. by LXM LLP USA, a U.S. registered broker dealer, on behalf of AIB Capital Limited only to
major U.S. institutional investors (as defined in Rule 15a-6 under the

U.S. Securities Exchange Act of 1934 (the “Exchange Act”)) pursuant to the exemption in Rule 15a-6 and any transaction effected by a U.S.
customer in the securities described in this report must be effected through LXM LLP USA.

Neither the report nor any analyst who prepared or approved the report is subject to U.S. legal requirements or the

Financial Industry Regulatory Authority, Inc. (“FINRA”) or other regulatory requirements pertaining to research reports or research analysts. No
non-US Group Company is registered as a broker-dealer under the Exchange Act or is a member of the Financial Industry Regulatory Authority,
Inc. or any other U.S. self-regulatory organization.

Analyst Certification. Each of the analysts identified in this report certifies, with respect to the companies or securities that the individual
analyses, that (1) the views expressed in this report reflect his or her personal views about all of the subject companies and securities and (2) no
part of his or her compensation was, is or will be directly or indirectly dependent on the specific recommendations or views expressed in this
report. Please bear in mind that (i) AIB Capital Limited is the employer of the research analysts responsible for the content of this report and (ii)
research analysts preparing this report are resident outside the United States and are not associated persons of any US regulated broker-dealer
and that therefore the analysts are not subject to supervision by a US broker-dealer, and are not required to satisfy the regulatory licensing
requirements of FINRA or required to otherwise comply with US rules or regulations regarding, among other things, communications with a
subject company, public appearances and trading securities held by a research analyst account. Important US Regulatory Disclosures on Subject
Companies. This material was produced by Analysis AIB Capital Limited solely for information purposes and for the use of the recipient. It is not
to be reproduced under any circumstances and is not to be copied or made available to any person other than the recipient. It is distributed in
the United States of America by LXM LLP USA and elsewhere in the world by AIB Capital Limited or an authorized affiliate of AIB Capital Limited.
This document does not constitute an offer of, or an invitation by or on behalf of AIB Capital or its affiliates or any other company to any
person, to buy or sell any security. The information contained herein has been obtained from published information and other sources, which
AIB Capital Limited or its Affiliates consider to be reliable. None of AIB Capital Limited accepts any liability or responsibility whatsoever for the
accuracy or completeness of any such information.

All estimates, expressions of opinion and other subjective judgments contained herein are made as of the date of this document. Emerging
securities markets may be subject to risks significantly higher than more established markets. In particular, the political and economic
environment, company practices and market prices and volumes may be subject to significant variations. The ability to assess such risks may
also be limited due to significantly lower information quantity and quality. By accepting this document, you agree to be bound by all the
foregoing provisions.

LXM LLP USA assumes responsibility for the research reports content in regards to research distributed in the U.S. LXM LLP USA or its affiliates
has not managed or co-managed a public offering of securities for the subject company in the past 12 months, has not received compensation
for investment banking services from the subject company in the past 12 months, does not expect to receive and does not intend to seek
compensation for investment banking services from the subject company in the next 3 months. LXM LLP USA has never owned any class of
equity securities of the subject company. There are not any other actual, material conflicts of interest of LXM LLP USA at the time of the
publication of this research report. As of the publication of this report LXM LLP USA, does not make a market in the subject securities.
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