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INTRODUCTION
Per Capita annual cement consumption in Pakistan currently stands at 117 kg, which is one of the lowest in the world. There seems to be a wide room for improvement in this area due to un-satiated housing demand as well as an increased level of activity in other cement consuming areas such as canal linings, dams construction, road building and other public works etc.  The demand from both public and private sectors is likely to rise substantially in years to come, as is evident from the aggressive growth plans of existing cement units in the Country.
MARKET / NEED ASSESSMENT

In the public sector, the cement demand driver is the amount spent on annual Public Sector Development Plan (PSDP).  With a high level of fiscal discipline followed by the Federal and Provincial Governments in the past few years, greater amount is left for development projects after meeting the revenue or current expenditures.  For FY06-07, as much as Rs. 415bn have been budgeted for PSDP.  This is likely to rise to over Rs.1 trillion in the next 5 years time.  Most of the PSDP is spent on improving physical infrastructure, like establishing more hospitals and schools; building water reservoirs and hydro-electric projects; constructing dams and highways, roads and streets; concrete lining of canals; etc.  All this has enabled analysts to determine that cement demand by the public sector is likely to grow by 20% to 30% each year in the next several years.

Cement producers’ historical financial data shows that some cement companies are consistently enjoying better-than-peers’ gross margins on sales, which is because of the operating economies of scale enjoyed by them.  When cement prices fall, for example, before and during monsoons, these cement companies’ gross margins do not fall down with industry averages. All cement producing units are presently going for expansion, however, existing plant sizes range from about 6000 to 8000 tons per day (tpd) capacity, whereas only one (D. G. Khan Cement Limited) is of 10,000 tpd and two from Lucky Cement are of 8,400 tpd capacity each.
In the private sector, construction industry has been undergoing a boom period for the past many years. This is due to the vast difference between the available housing units and the demand for new ones. This is one of the reasons why the housing sector has been identified as the biggest source of foreign investment attraction.  The Federal Government has projected foreign investment in this area of economy to rise to over US$ 40 billion in the next 5 years.  

The following table provides Pakistani Cement Producers’ own capacity estimates till calendar year 2012. 

          (Million Tons per annum)

	2006
	2007
	2008
	2009
	2010
	2011
	2012

	24.3
	36.7
	42.2
	50.4
	53.4
	*53.4
	*53.4


               No new production plans announced yet


According to independent analysts’ estimates, the cement demand is provided in the following table, which includes cement exports also. 

         (Million Tons per annum)

	2006
	2007
	2008
	2009
	2010
	2011
	2012

	18.4
	24
	31.2
	40.6
	52.7
	60.5
	71.1


It is clear from the above tables that while there seems to be an over-supply for the next few years, large producers with optimum economies of scale will be able to book high profitability for their shareholders. Therefore, the annual capacity of the proposed cement plant is estimated to be 10,000 tpd. 

Apart from local demand, cement export is rising each year due to large scale construction taking place in neighboring Afghanistan where Iran and other surrounding countries’ producers have a distinct disadvantage in terms of distance. 

PROPOSED PROJECT
The objective of this project is to produce ordinary portland cement through a large production facility that enables the production of clinker that follows a internationally recognized quality standard, at much lower cost than existing producers in the country.  This project will use limestone and gypsum that is abundantly available in many areas of Pakistan.

The scope of the project is envisaged as under:

· Setting up 10,000 tpd cement plant at suitable location in lower Sindh, central Punjab, NWFP or at Gwader, Balochistan.
· Arrangement of technical collaboration with the cement plant manufacturer of international repute for supply of imported machinery, technology, foreign experts and training of local manpower
· Arrangement of procurement of local supplies of about 30%-40% of machinery and equipment
· Ensuring energy needs of the cement plant through maximum use of cheapest sources of energy and in-house power generation.
· Ensuring availability of lime stone, gypsum etc. in the vicinity of the plant.

· Liaise with customers/users for sales promotion

· Follow-up aggressively for exports
The project can be located anywhere in lower Sindh, central Punjab, NWFP or at Gwader in Balochistan with close proximity to limestone deposits, as well as demand centers or export markets.
FINANCIAL EVALUATION
The Investment of a 10,000 tpd plant is likely to be about Rs. 14 billion, or US$ 234 million.  The likely IRR of this project is about 20% per annum.  A new project would take between 3 to 4 years to become functional which means any new large sized project that is announced today, will most likely become functional when demand-supply gap in the country would be most favorable (2010 onwards).
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