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Nishat Mills: Company Update/‘Buy’ maintained
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Nishat Mills, the largest textile composite unit in the
country, depicted an increase of 128% in its
profitability during 1HFY09 compared to the
corresponding period last year. The growth in profits
was driven primarily by the steep rise in sales. In
today’s report, we discuss NML's performance in
1HFYO09, along with our recommendation on the scrip
at current levels.
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Surge in sales boost profits by 128%

Nishat Mills posted profit after tax of Rs1,197mn (diluted EPS
of Rs4.99) for 1HFYQ9 as against Rs525mn (diluted EPS of
Rs2.19) in the corresponding period last year depicting a
growth of 128%. This growth was primarily led by higher
growth in net sales as compared to growth in cost of goods
sold which helped net margins to increase by 401bps to 10%.
Increase in net sales of 37% was triggered by dollar
appreciation (31% YoY), which boosted rupee based export
revenue of the company, while increase in sales orders also
helped boost the company’s topline. On the other hand,
cotton prices which averaged Rs3,534 up 20% YoY resulted
in 24% growth in cost of goods sold. Gross margins
resultantly improved by 821bps to 23% versus 15% last year.

Conversely, administration & distribution expenses increased
by 39% as minimum wages of workers and gas tariff
increased during the period. Furthermore, finance cost rose
by 91% as higher KIBOR resulted in increase in borrowing
rate for the company from 7.83% to 10.89% in 1HFYO09.

Equity portfolio continues to provide cushion

Other income mainly derived from dividend income through
MCB bank continues to provide strong cushion to NML’'s
bottomline. Despite a decrease of 15% to Rs316mn, other
income lent good support to NML's profitability during
1HFY09. With NML occupying 7% equity stake in MCB bank,
decent dividends will continue to support bottomline, however,
due to enhanced capital requirements for banks going forward
we believe the quantum of dividend payout is likely to fall.

Accounts qualified

The reported results were qualified by the auditors as the
company recognized the decline in fair value of available for
sale investments in quoted companies in shareholder’s equity
instead of impairment loss through P&L in accordance with
IAS 39. The management believed that the prices quoted on
Dec 31, 2008 only showed movement of 15 days after the
lifting of the price floor hence the decline in fair value cannot
be regarded as significant and prolonged impairment. If the
impairment loss was recognized through P&L, then NML
would have posted a net loss of Rs1.9bn as against a profit of
Rs1.2bn.

NML’s revised earnings forecast / ‘Buy’ maintained
After incorporating latest results and developments and
considering the current challenges for the sector on account
of global recession, we have revised our earnings forecasts
for NML. We now expect NML to post diluted EPS of Rs6.02
in FY09 and have downgraded the earnings for FY10 to
Rs3.90 per share (see table below).

Table: NML's revised earnings forecast (diluted EPS)

FYO9E FY10F FY11F
old 5.52 4.47 4.73
New 6.02 3.90 445

Source: JS Research

With our revised estimates, NML is currently trading at a
forward PE of 4.2x for FY09 which is at 22% discount to the
market's PE of 5.4x. Hence, we maintain our ‘Buy’ stance on
Nishat Mills.
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Also in focus

IMF to start first economic review

The new mission chief of IMF Mr. Adnan Mazarei is due to
arrive in Pakistan today to formally initiate first IMF review on
US$7.6bn Standby Arrangement. After meeting senior
officials in the finance ministry IMF’s mission chief will head to
Dubai to join Pakistani & IMF officials on the review process
which would last till Feb 25, 2009. According to news reports,
Pakistan is expected to request for a revision in tax collection
& GDP growth targets to more realistic levels. Finance
Adviser Mr. Shaukat Tarin had also raised concerns on
Pakistan’s ability to meet revenue targets given current
shortfall in revenue collections.

JS Global Capital Limited
6th Floor, Faysal House, Main Shahrah-e-Faisal, Karachi
Equity Sales:
Tel: +92 (21) 2799513
Fax: +92 (21) 2800166
junaid.igbal@js.com
Corporate Finance:
Tel: +92 (21)2799005

Research:

Tel: +92 (21) 2799005
Fax: +92 (21) 2800163
js.research@js.com
Fixed Income Sales:

Tel: +92 (21) 2799541-44
Fax: +92 (21) 2800165 Fax: +92 (21) 2800163
tarig.usman@js.com azhar.igbal@js.com

JS RESEARCH IS AVAILABLE ON BLOOMBERG &
THOMSON REUTERS

This report has been prepared for information purposes by the Research Department of JS Global Capital Ltd. The information and data on which this report is based are obtained from sources which we believe to be reliable but we do not guarantee that it is accurate or complete. In particular, the report
takes no account of the investment objectives, financial situation and particular needs of investors who should seek further professional advice or rely upon their own judgment and acumen before making any investment. This report should also not be considered as a reflection on the concerned
company’s management and its performances or ability, or appreciation or criticism, as to the affairs or operations of such company or institution. Warning: This report may not be reproduced, distributed or published by any person for any purpose whatsoever. Action will be taken for unauthorized

reproduction, distribution or publication.



