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REPORT OF THE BOARD OF DIRECTORS

for the year ended 30 Juna 2012

Urder Section 184 of the Companies Act 1999 and Not#fication No. SEC/CMRRCDY 2006~ 158/
Admin'02-08 dated 20 February 2006 of the Securities and Exchamnge Commibssion

Cear Valuad Sharaholders,

Brief History of the Cement Industry

Before 1990 shout 95% of country’s demand for cement miet throwgh import. Only one unitie. Chhatak
Cement Company a basic plant wes the only cement production project in the country with &
production capacity of 240,000 MT annually. From 1992, Cament industry began to grow in the country.
At one stage nearly & or so number of big and small wnits were established including same
non-standand industrial units and began to produce cament. But with the passage of time and facing
hard competition about half ofthe plants shutdown and went out of operation, Presently about 40 units
are in regular operation induding five foreign owned ones, having total production capacity af abaout 20
million. MT. With the increase of demand, all the leading industrial groups are expanding their plants,
nearly doubling their capacities, presuming about 15% yearly growth in demand and foresesing. the
future potentiality.
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State of the Company's Affalrs

Theaccaunting year ended 30 June 201 2 is another successful year of your Cormpany. Buring the year,
the opsration of the newly installed 4% Linit with-an installed capacity of 3000 metric ton (S0U0000 bags)
pear day has besn stratecl. The production of cement using the partial capacdty of the newly installed 4*
Unit started toadd its contribution towards the turnover of the reporting year. As a result, the turnowver
has raized to Tk, 565760 million in the current year a3 against Tk 402227 million of the last year,

But with the Pace of growth in the current year’s turnower, the Gross Proft and the Operating Profit did
not match with the similartrend, Because, increase in cost of imported raw matenals due to the adverss
fluctuation of exchange rate of Bangladeshi Takaagainst US Dollar during the reporting wear.

Market for the Cement Industry

Construction takes upean important role in the econormy (about 109 of the GDF). Annual demand for
cement in the country is about 1500 million MT. Understandably, the market has a capacity overhang.
Presantly, there is small market for export of cement that exists mainly tothe small northeastern states
of India about 250 lac BT a year, There isa prospedt in exporting cemeant to Myanmar, bot it has not yet
grown and activated. Ancther prospective countryis Maldives; market is to be created there also. There
are four categories of cement consumers in the countrg, The largest with about 60% of the consumption
are the individual home bailders. This is also the most price sensitive segment. Real estate developers,
especially in the country’s urban area constitute about 8% of the market. Construction contractors
constitute another 3% of the market. Lastly, various govermnment projects including defense sector take
up o abowt 30% of the total cement consurnprtion.

Industry Outlook and Future Prespect of the Cement Industry

Historically, Bangladesh in the past did
not  depend much on cement
gradually the transition of traditicnal
lowe rise building o high rise one has
pushed up the use of cement. But as
the econormy continue to remain agro
based, construction sectors have not
been able to gain mormentum and as
the infrastructure’ development is
selective, cernent remains a product of
low demand in relation to the
neighboring cowntrias; not to speak
the developing countries of the world, I
The situation. is' gradually changing. 1
Increase in demand for cement has I' i "
soarad up due to mainly the proparty Wtﬂﬂm Detween 4.1 Cement Ficton LI ﬂ'

sector boom and  infrastructure ﬁﬂ Hedtvy Machileny Comoratan.

developrment concentrated in Dhaka Metru:-palrtan and n:lther rmajor urban areas of the Country With the
implemertation of large-scale infrastructure projects, exhilarated pace of urbanization, construction of
apartment buildings and multi-storied shopping complexes in urban areas and change in the taste and
ewonomical position to a large numbsr of ral people. aspiring for modem houses the dermand for
cement has besn gaining momenum day by day,
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Statistical data of per capita cement wtilization among some developing countries will prove the
potentiality of cementindustry in the country. The present per head cement consumption in Bangladesh
is about 23 KG which is fairly low compared to India (174 KGL Malaysia (590 K&, Pakistan (131 K&y
Thiailand (425 Ki&), 5ri Lanka (178 EG) and Viemarn (408 Gt iz also obsarved that the real estate sector
is biooming day by day, the country’s physical infrastnicture needs to be developed toa great extent, the
capital and other cties of the country nesds dwil construction with heawy structuras, ocur niral areas are
stepping towards a modern ook with the improvemant of the rural economy all these factors are
praspectivein the devaoprment of the cerment industry in the country.

Last year, the International Monetary Fund (IMF) indicated that Bangladesh'’s economy had become the
48" largest in the world. The UK Investors Chronicle has identified Bangladesh & one of the world's seven
hottest ernerging markets due to its relatively stable curren oy with solid foreign reserves and recond
Fareign remittances, as well as &7% real growth rate in 2011, The Banaladesh government has s=tiself
the challenga to transform intoe 2 middle-income country by 2021, In ling with this strategic vision, the
government ha undertaken massive programs for infrastructure devaloaprment in partnership with the
private sector, As the govermiment allows 1009 fareign direct lvestiment (FOU, the infrastructure sector
offers an interesting mix of opportunities for overseas interest leading to high growth in cement industry.

Cini the other hand, we sre exploring the pessibilities of exporting cement to overseas countries. Presently
Bangladesh is exporting to the northeastern states of India and we are the top most ecporters, sharing of
about 40% of the total cement export of the country. Our another neighboring country Myanmar is
shioweing another prospective field for export of cement to boost up and develop the cement export, this
industrial sector nesds governmeant em phasized patronization. Tooreduce production cost sufficient gas
and electricity supply should be ensured.

Risk Factor

Though a booming sector
with  great  potentiality
cement industry hes also
some fsk factors. Firsthy, it is
threatenad by over supply
resulting from huge capacity
expansion by almost all
leading  industry  players.
Secondly, almost all raw
materials  of cement are
imparted, if the supplies of
the same are cut-off dusto ;
adverse political cause, war mﬁmmd’m Cement Faciy Lid

of other disturbance, the = - :

industry will go out of aperation though possibdlity of arising such shuation is very emaote. Exports also
predict some problems inthe future, especially regarding cement prices.

The country irmports most of its dinker from abroad and with the increasing value of the US Dollar against
local currency, the price of cement is mocking up akong with most construction materials. If the
oppaortunities are explored adroitly and threats can be addressed property, cement industry & liksly 1o
become one of the most atractive industries of the countiy,
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Discussions on Cost of Goods Sold, Gross Profit Margin and Net Profit Mangin

Az it is presanted in the Statement of Comprehensive Income that the Cost of Goods Sold for the year
ended 30 Jure 2012 is Tl 4.506.99 million as against Tk 2. 25401 million fior the comesponding period of
last year. A5 we have said earlier, the expenditure 1o start operation of the 4% Linit had toincur from the
date of beginning of the commissioning of the Linit but the optimum level of capaaty utilization could
not e reached. Hence the additional sales represents only a few months prodiucton from the newiy
installed 4= Unit, Another reason for reduction in Gross and Cperating Profit of the current year is
increased cost of imported ras materials dueto the adverse luctuation of exchange rate of Bangladeshi
Taka against U5 Dollar during the current year,

Quality of our Product

Bangladesh's Cement Industry is dependent upan imported Raw Materials, namely — Oinker, Gypsum;
Lima Stone, Fly Ash and Slag, Of thess Faw Materials Oinker is the major component wehich constitutes
abowt 70% for our Portland Compaosite Cement (PCC) and 95% for Ordinary Portland Cemient (OPC). We
irmpiort Clinker from Thailand, Yietnam, Ching, South Korea and occasionally from lapan. Slag is being
imported from China, India and mainly from Japan and Gypsum mainly comes from Thailand. In
procuring these Raw Materials we give much emphasis on quality; for which we do not hesitate 1o inour
extra costs. Before importing the Raw Materals we test samples, collecting from the suppliers in our
weell-aquipped Laboratory. We import the Raw Materials only when we ane satisfied with our best results,
Conssquently, it givas us the opportunity of producang Quality Cement. After production of thefinshed
goods, sample tests are carried out for every batch of the products. It is not marketed until it passes our
exclusive testing criteria. In addition: to the above, our cement is duly approved by the Bangladesh
Standard and Testing Institution (B5TT, Bureau of Indian Standards (BIS and Bangladesh University of
Enrginesring and Techniology (BUET). At the same time our cement is being tested regularly by the user
aroup as well. We received 150 90012008 certiftcate isusd by 1503 Cerification Body, Moody
Intemational Cerification Ltd. In Bangladesh cur Mational Standard Certification Body BSTE adopted
Europs=an Standard as Bangladesh Standard, We produce two types of Cement ie. OPC and PCC of
Banagladesh Standard BDS-EM 197 -1:2003, CEM - I, 52.5M and BDS - EN 197 - 12003, CTEM - 11 FA-8, 4258
respectively corrasponding to American Standard ASTM Type T C= 150 and ASTM Type-1P ¢ 15 C =595
respectively. All these processes have helped us eaming remarkable goodwill both ‘at home and abroad.

Export

M. Cement Factory Ltd. is the largest cement exporter in Bangladesh. The major export market of our
prociuct 'Crown Cemant’ is the notheastem states of India including Tripura, Meghalaya, eastern and

7

westarm region of  Assam,
The company has won
Mational Export  Trophy
(Galdy for consecutive two
YEars (2008-2008  and
HE-201m and  peceived
the trophy at a ceremony
organized by Ministry of
Commerce  and  Export
Promotion Bureauw far its
extraordinany  contribution
to the countrys econanmy
through  foreign  curmency
eamnings. During the year
under review we earned
fareign - exchange to the
tune of about US4 8 million.
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Information Technology

Frizin the beginning of the journey, ML Cerment Factony Ltd. is an IT Driven Company. The Company
depends on an ERP Softwars to run its entire business. All the activities, ke - Sales Collection; Supply
Chain and Human Resources Management are autorated by the ERP. As the company is providing all
redevant information to its stakeholders, it publishes all relevant information through the website
regularty. Your Company is now planning to accommodate more facilities to its stakeholders by
enhandng the 1T facilities.

Shifting of the Head Office

The Head Office of your company has been shifted to House No. 1 & 7, Road Mo, 95, Block Mo, CTEN{AS,
Morth Avenue Guishan - 2, Ohaka- 121 2 inthe month-of May 20012, Shifting of the company Head Office
at Gulshan ared will position your company ina more promminent way and would bring more
convenience in operation of its activities,

Health 5afety and Environment

Your Company gives top most priorty towards the Health, Safety and Environment related issues in
redation to the employess and the neighboring people, We took necessary measures to avoid any sort of
risky matter in connection with thess isues In this respect, awareness programs are conducted far
avoidance of any sort of health hazardous activities at each and every level of activities inthe prochiction
process,

At the same time, we have taken necessary measures m our factany to make the ervironmeant pallution
free. MU Cament Factory Ltd is wery much aware in keeping the surroundings healthy and safe.

Financial Results
Thefinancial results for the year ended 30 June 2012 s given belows

Retained earnings Tk 303,370,870
(Carried forward from previous year)
Add: Revaluation reserve realized Th 2787 BET
Add: Met Profit for the year Th 550485867
Total funds availablefor appropriation Tk  B5a24424
Proposed Dividend:
Cash Dividend @ 35% Tk ¥2,500.00
Stock Dividend & 10% Tk 5 000,000
T 07500000
Linappropriated profit carried forwand to next year Th 258124424
Dividend

The Board of Directors s pleased to recommend total dividend of 45%, which cansists of cash dividend
i 35% e The 350 for each share of Tk 10.00 & stock dividend @ 10% ie 1 bonus share for each 10
ordinary shares for the year ended 30 Juna 2012,

Contribution to the National Exchequer

Cring the accountng year ended 30 June 2012 the company has contributed Tk, 1,461,146,352 to the
Mational Exchequer in the From of Corporate Tax Customs Duty, VAT et
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Election of Directors

Fumrsuant to the provisions of the Companies Act 1984 and clause Mo 81 of the Articles of Association of
the Company onethird of the Directors shall retiee by motation in every Annual General Mesting.
Accordingly, 2 (two) directors of the companywill retire in the 18" Annual General Meeting. Tha retiring
directors are:

1. Wir: Mid. Almas Shimul and

2. Mir. Wid. Mizanur Rahiman Molla

Being elgibxle they offerthemselves for reelaction,

Re-appointment of 2 {two) Additional Managing Directors

Because of gradual expansion of business activities of your Company the Boand of Directors has
appointed two Additional Managing Directors (AMDG from- among the Directors of the Company. The
term of the teo AMDS will expire on 31 Decamber 201 2,

Torun the business activities of the Company smaoothly, the two AMD's may be re-appointed for the
next term of 5 years weaf | lanuary 2013,

Independent Directors

As perthe Corporate Governance Guidelines dated 3 July 2012 issued by the Securities and Exchange
Comrmizsicnour existing Independent Director br. Wali-ul-Maroof Matin resigned because of conflict of
interast for being a Managing Director of an Azset Management Company. His resignation was accepted
and in his place one Independént Director namely Mr. Golam Moharmimad has been appointed. Another
Inclependent Diractor will be appointed within the time frame of the Corporate Governance Compliance
Guidelines i.e. within 31 Decamber 2012,

Auditors

The existing auditors of the cormpany M5, ACHABIN, Chartered Scoountants will retire at ‘the 18th
Annual General Mesting as perthe SECS Order No. SECCMBRCDy2002-193/ 104 A dmin... dated 27 July
2011, We have recasived a Letter of Intent (L0 from M5 Hoda Vasi Chowdhorg & Co, Chartered
Accountants for appointment of auditors of the company for the year ending 20June 2013, The Board
of Directors has accepted the letter of Hoda Vasi Chovedhury & Coy for appointment & auditors, which
is being placed in the 18" Annual General Meeting for shareholders approval,

Post Balance Sheet Events

Subszequantto the Balance sheet date, the Board of Directors recommenided an aggregate dividend of
45% wehich consists of 35% Cash Divicend and 10%% Stock Dividend. Your company has purchased an

D ean Going Mother Vessel for facilitating transportation of raw materials fromn abroad, the registration
of which has been com pleted after the Balance Sheet Date. Again, the foreign carrency loan of LIS 515
million for purchasing the Ocean Gaing Mother YWessel, has been approved after the Balance Sheet Date.
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IPO Fund Utilization

The details of the proposed expenditure plan of the IPO Fund as disdosed in the prospsctus along with
the actual investrnent made is given below far kind information of our valued shareholders:

SLMao.

Fr-np:::l ]
Prospectus
[raillion Tk

il H o T )

Reasons for morelless inwe simant.

13872

o614

This expenditure has been optimized
hjrmmgeﬂ’uiaﬁmed

land in conjunction with the mnew
procuned,

57 B2

Increzse of price lewel of construction
materials  along with necessany
modification of estimation are main
reasons behind the variance,

Foreign Machinerny

1. B&LTT

2A4T6.BS

aj Actual price’ of the mother vessel was
mach than the estimate as we

younger sged one, by Increased
mm:mﬂhﬂmmfmlgnﬂpﬂﬁ
and o Unfavorable fluctuation of the
Foreign Exchange rate.

Lol Machinery

2939

éﬂmﬁdhmimdﬁmrrpwdﬂhu

been partially met by machinery
jpurchased from abnoad.

Vehicles

216,56

Imstead of purchasing all the wehicles

estimated, we are outsourcing the
logistics support  from  our  sister
COMCEE.

Sunvey, Plan &
Dirawing

4.40

3.25

W hawe lowered this cost by negotiation.

Installation, Erection
& Commission

B1.50

S58.30

Installation cost required for foreign
machineries exduded from this head.

Furmitare & Foduare

100

8.17

Modern and additional furniture &
hatures were purchased for new and
expanded unit for which we have to pay
et armount.

iOther Expenses

4,10

T2

Additional espenses inoumed in 4" Unik
inauguration ceremony to promots the
Compay.

Tatal

34T
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C5R Activities

Corporate Social Responsibility (C5R) has become a fundamental business practice and has gained much
attention frorm Board of Directors and executive management team of M. Cement Factory Ltd. The
company unclerstands that a strong £S5 program is an essential elemiernt in adhieving good business
practices and efficient leadership. That's why the company has made aclear vision for C5R activities,

In recent years M. Cement Factory Ltd. has made social contribution: through:

- Frowiding Merit Schaolaship

- Sponsoring Cubture & Sports

- Sponsoring Envircnmental lssues

- Sponsaring Skill Developrment Frogram

- Extending Education Suppaort to 3 numberof Under Privileged Students
- Extending Financial Support to Autistic Peopla

= i o) o

Audit Committee of the Board

The Board of Directors of M. Cement Factory Lid, constituted an Audit Commities as per the earlier

Corporate Governance Guidelines dated 20 Februany 2006, The Audit Committes was consisted with
the following mermbers:

1 Chairman ¢ . Madla Moharmmad Majnw, Director
) Mernb=r ¢ Wi, Maohammed Alamigir Kabir, Direchor
3 Membsr ¢ e W ali-ul-daroof Matin Indepandent Director

Subsequenty, Mr. Wali-ul-Maroof Matin, Independent Director resignad and Mr. Godarmn Mohamirmad

was appointed as ndependent Director in his place in the Board Meeting held on 15 Nowvernber 2012,
Movww the newly constituted Audit Committee is as under:

1. ihairman i W, Golam Moharimad, Independent Director
2, Member = hr. Maolla Mohammad Majnu, Director
i M=mbs=r ¢ Wi Mohammed Alamgir Kabir, Director
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Audit Committee Report for the year ended 30 June 2012

The scope of the Audit Committes :
a. Monitor choice of accounting paolicies and prindples and internal control isk management Process,
b. Chvarsee the finandal reporting process and hiring and perfarmance of estemal auditors.
. Review the Cuarterhy, Half-yearly and Bnnual Financial StEterments and bmit tothe Board forappnoval.
cl. Rewiewe the adequacy of intermal audit function.
&. Beview Management Letters / Letter of Intemal Control weakness isusad by statutory auditors.
. Reviewthe uses of the IPO Fund.

Tha Audit Committes performed following activities during the year under references

1. Reviewed the Internal Audit procedure of the Company.

2, Recommnended to the Board tointreduce a workable Inteenal AuditManual for the intermal
Budit Departmeent of the oomparny,

3. Reviewed along with the Management, the Cuarterly and Half - yearly Frandal Statements
before submission to the Board for approwal,

4. Reviewed along with the management, the Annual Finanaal Statements before subrission to the
Baoard for approval.

5. Reviewed and reported the finding s on thefollowing, whare appropriate:
a) Conflict of interest,
bj Suspected or prasumed fraud orimegularity or materal defect in the Internal Control System,
¢} Suspected infringement of laws, including securities related laws, rules and regulations.

dj Any other matter which should b= disclosed to the Board of Directors immediately,

&. Reviewed the application of funds raised through Initial Public Offering (IPCH on a quarterhy basis,
half-yearly basis and annual basis.

Corporate Governance

The Secuntiss and Exchange Commission  has recently  issued the Notification Mo, SEC
CRARRC DY 2006 l:nB;']EEL-'nﬁ.dmlru'H dated 3 July 2012 on the Corporate Governancos Guidelines to be
followeed by the companies listed withe any Stock Exchange in Bangladesh. The time frame fior
implementation of this Guidelingis upte 31 December 20012 Cur Company values the comipliance of this
Guideline as its responsikility. By the end ofthe stipulated time frame i.e. within 31 Decambsar 2012, all the
compliance issues will be met by us. Howewver, the Report under condition Moo 500 ie. status of
compliance with the conditions imposed by the Securities and Exchangs Commission Motification Mo,
SECACMIRRCDY 2006-1 58/ 8dm in 2-08 dated 20 February 2006 issued under section 2CC of the Securities
and Exchange Ordinance, 1965 is given'in the Directors Report as annexura- 1,
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