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Cements: 2QFY22 earnings to decline 6% QoQ, but still rise 11% YoY p/AIpha
a

Higher dispatches and price hikes to support topline growth of 24% QoQ

= We expect 2QFY22 earnings of Akseer’s cement universe to decline by 6% QoQ

as higher coal prices are expected to trim margins. However, 2Q earnings will

. o . . . PKR mn 2QFY22E  YoY o 1HFY22E YoY
likely be up 11% on YoY basis. Higher local cement retention prices are likely to ( ) S QoQ
have partially offset the impact of a sharp increase in coal prices in 2QFY22. Net Sales 86,073  31%  24% 155,561 26%
= Total cement dispatches grew by 14% QoQ to 14.6mn tons during 2QFY22 and SIEES HL e I 37,095 35%
will likely lend support to earnings. Industry’s local dispatches grew by 13% QoQ  Gross Margin 23% 3% -3% 24% 1%
1 [0)
to 12.8mn .tons, while e>.<ports also grew 19% QoQ to 1.9mn tons due to Profit Before Tax 12,803  24%  -3% 25945 68%
normalization of sea freight at the end of 2Q.
Profit After Tax 9,185 11% -6% 18,916 54%

= Average Cement prices witnessed an uptrend and rose by 10% QoQ during

2QFY22 to PKR 731/bag. Cement prices in North and South region rose by a

similar quantum and averaged PKR 723/bag and PKR 745/bag, respectively.

2QFY22E YoY QoQ 1HFY22E YoY
= Higher dispatches and increased retention prices will likely result in topline ACPL 2.12 -32% 7% 4.09 3%
growth of 31% YoY and 24% QoQ for Akseer’s cement universe to PKR 86.1bnin  pgkc 750 5% 20% 457 150%
. 7 ’ H o)
2QFY22. On QoQ basis, DGKF S and' PIOC’s net sales are likely to surge by 46% — - — o - -
QoQ and 37% QoQ due to higher dispatches growth.
MLCF* 0.95 -3% 24% 1.71 16%
= In terms of profitability, MLCF is likely to outshine with an expected 24% QoQ LUCK** 771 8% 4% 17.86 27%
jump in the bottom-line due to improved cost gfﬂuenues post addition of CHee 5 49 20% 0% 1163 100%
another Waste Heat Recovery Plant (WHR) during 2QFY22.
KOHC 6.93 44% 0% 13.89 90%
PIOC 2.40 -16% 13% 4.51 69%

* Consolidated ** Actual
Source: Akseer Research
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A sharp increase in coal prices to trim gross margins to 23% during 2QFY22, down 3% QoQ REN # Rep-004 REN # REP-400R

= Coal prices have been on the rising trend in the last 12 months and

remained highly volatile during 2QFY22. Coal touched a record

. . Price Target (PKR Upsid
high of USD 238/ton and subsequently declined to USD 121/ton e S peice
during 2QFY22. i 175 29%

. DGKC 135 69%

= We expect cement companies to have procured coal at an average .
. . . FCCL 28 55%
price of USD 125/ton, considering that cement players had Lcr s s
managed to build inventory at lower levels for the quarter along ’
with higher usage of local and Afghan coal which is 25-30% LucK S 61%
cheaper than benchmark Richard bay coal prices. Snlde Y s

| | _ kel | % dur KOHC 270 50%
Resultantly, gross margins are likely to settle at 23% during 10 15 oy

2QFY22, down 3% on YoY/QoQ basis. CHCC will likely lead with
gross margins of 28% due to cost efficiencies and relatively higher
usage of Afghan and local coal. DGKC will likely post the lowest
gross margins of 17.5%.

Source: Akseer Research

= Going forward, we believe cement manufacturers would have to
increase cement prices by further PKR 15-20/ bag in order to
maintain current gross margins if coal prices continue to remain
elevated.

= FCCL, LUCK and MLCF remain our top picks at current levels.
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This report has been prepared and marketed jointly by Akseer Research (Pvt) Limited and Alpha Capital (Pvt) Limited, hereinafter referred jointly as “JV” and is provided for information purposes only.
Under no circumstances this is to be used or considered as an offer to sell or solicitation of any offer to buy. While reasonable care has been taken to ensure that the information contained therein is
not untrue or misleading at the time of publication, we make no representation as to its accuracy or completeness and it should not be relied upon as such. From time to time, the JV and/or any of their
officers or directors may, as permitted by applicable laws, have a position, or otherwise be interested in any transaction, in any securities directly or indirectly subject of this report. This report is
provided only for the information of professionals who are expected to make their own investment decisions without undue reliance on this report. Investments in capital markets are subject to market
risk and the JV accepts no responsibility whatsoever for any direct or indirect consequential loss arising from any use of this report or its contents. 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. The
views expressed in this report are those of the JV’s Research Department and do not necessarily reflect those of the JV or its directors. Akseer Research and Alpha Capital as firms may have business
relationships, including investment--banking relationships, with the companies referred to in this report. The JV or any of their officers, directors, principals, employees, associates, close relatives may
act as a market maker in the securities of the companies mentioned in this report, may have a financial interest in the securities of these companies to an amount exceeding 1% of the value of the
securities of these companies, may serve or may have served in the past as a director or officer of these companies, may have received compensation from these companies for corporate advisory
services, brokerage services or underwriting services or may expect to receive or intend to seek compensation from these companies for the aforesaid services, may have managed or co-managed a
public offering, take-over, buyback, delisting offer of securities or various other functions for the companies mentioned in this report.

All rights reserved by the JV. This report or any portion hereof may not be reproduced, distributed or published by any person for any purpose whatsoever. Nor can it be sent to a third party without
prior consent of the JV. Action could be taken for unauthorized reproduction, distribution or publication.

To arrive at our 12-months Price Target, the JV uses different valuation methods which include: 1). DCF methodology, 2). Relative valuation methodology, and 3). Asset-based valuation methodology.

JV employs a three-tier ratings system to rate a stock, as mentioned below, which is based upon the level of expected return for a specific stock. The rating is based on the following with time horizon of
12-months.

Buy Greater than or equal to +15%
Hold Between -5% and +15%
Sell Less than or equal to -5%

Ratings are updated to account for any development impacting the economy/sector/company, changes in analysts’ assumptions or a combination of these factors.
The JV endeavours to make all reasonable efforts to disseminate research to all eligible clients in a timely manner through either physical or electronic distribution such as email, fax mail etc.

The research analyst, denoted by ‘AC’ on the cover of this report, has also been involved in the preparation of this report, and is a member of the JV’s Equity Research Team. The analyst certifies that (1)
the views expressed in this report accurately reflect his/her personal views and (2) no part of his/her compensation was, is or will be directly or indirectly related to the specific recommendations or
views expressed in this report.
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