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Energy efficient projects to unlock valuations

We revisit our investment case on Pioneer Cement Limited (PIOC) incorporating
1HFY21 results and the company’s measures taken to improve energy efficiency of
plants. PIOC has successfully started power generation from the recently installed
captive capacities.

We revise upward our price target (PT) by 16% to PKR 215/share, providing a
potential upside of 81%. We maintain our BUY recommendation on the scrip.

Expansionary monetary policy, construction package, Naya Pakistan Housing
projects and commencement of construction work on dams led to high demand
during the 1H and we remain upbeat on the cement sector for medium term.

FY21 and FY22 earnings are expected to clock in at PKR 9.36/share and PKR
19.21/share respectively owing to 1) high offtake 2) surge in cement prices and 3)
improved energy efficiencies.

Efficient energy mix to expand margins

With the commencement of power generation from 12MW WHR plant in the 1QFY21
and from 24MW Coal power plant during the ongoing quarter, we expect company’s
FY21 gross margins to settle at 20% vs negative margins of 1.6% in FY20. Earlier, the
company relied mostly on the grid which is the expensive power generation source.
However, with the inclusion of its fuel-efficient plants, its reliance on grid would fall to
~32% in FY22 from 80% currently. According to our calculation, annualized impact of
WHR and coal plant is PKR 8.5/share.

Dispatches to grow by 95% YoY in FY21

Production new line with capacity of 3.0mn tons started production during FY21 which
enabled the company to capture higher local market share. Capacity based market
share increased to ~9.4% compared to 4.6% earlier. As per 6MFY21 cement numbers,
company’s market share is hovering around 7.8% while we have assumed 8% market
share in our estimates, going forward. PIOC’s full year FY21 local dispatches are likely
to grow by 95% YoY to 3.4mn tons.

FY21 earnings to surge to PKR 9.36

We expect PIOC to report an EPS of PKR 9.36 in FY21 compared to a net loss in FY20,
driven by improvement in gross margins on the back of 1) higher retention prices (up
26% YoY) and 2) commencement of power generation from 12MW WHR plant and
24MW coal-based power plant which would reduce the cost of production. While
finance cost will remain on higher side owing to capitalization of finance cost on debt
raised for the new cement line.

Key Financial Ratios

FY18A FY19A FY20A FY21E FY22F FY23F
EPS 7.24 3.48 (0.92) 9.36 19.21 23.60
EPS Growth -44% -52% NA NA 105% 23%
DPS 4.07 - - - 5.75 7.00
PER 16.4 34.1 NA 12.7 6.2 5.0
Dividend Vield 3.4% 0.0% 0.0% 0.0% 4.8% 5.9%
EV/EBITDA 11.8 205 NA 10.4 5.6 43
P/B 26 26 26 2.1 17 14
ROE 15.6% 7.5% -2.0% 17.0% 28.0% 27.7%

Source: Company Financials, Akseer Research
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PSX Ticker PIOC
Target Price (PKR) 215
Current Price (PKR) 119
Upside/(Downside) (%) +81%
Dividend Yield (%) -
Total Return (%) +81%
12-month High (PKR) 146
12-month Low (PKR) 24
Outstanding Shares (mn) 227.15
Market Cap (PKR mn) 27,712
Year End June

Source: Company Accounts, Akseer Research
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Valuation Basis

Our PT for Pioneer Cement Limited (PIOC) has been computed using Free cash flow to
firm (FCFF) method. We have used a risk free rate of 11%, beta of 1.0 and market risk
premium of 6% to arrive at cost of equity of 17%. Our after tax cost of Debt is 7.81%,
leading to a WACC of 11.3%

Investment Thesis

We have a ‘BUY’ recommendation on the stock based on our PT of 215/share. Our price
target provides an upside of 81%. Our investment case on PIOC is based on (1) high
cement demand (2) Improvement in cement prices, (2) energy efficiency to contain the
cost.

Risks

Key risks to our investment thesis are: 1) higher than anticipated increase in input cost, 2)
lower than anticipated growth in cement demand 3) decrease in cement prices from
current levels.

Company Description

Pioneer Cement Limited produces and sells cement in Pakistan. The company offers
ordinary Portland cement, a building material for use in various structural works that
include concrete construction. It also provides sulphate resistant cement for use in
structures in or near the sea; and underground structures where soils are rich in sulfate
salts, primarily in water logged and saline areas. Pioneer Cement Limited was
incorporated in 1986 and is headquartered in Lahore, Pakistan.

Financial Highlights - PIOC

Income Statement (PKR mn)

FY18A FY19A FY20A FY21E FY22F FY23F
Net sales 10,121 9,734 6,287 22,254 27,792 32,288
Cost of sales 7,311 7,599 6,390 17,853 19,414 21,756
Gross Profit 2,811 2,135 (103) 4,401 8,377 10,532
SG&A 264 325 361 270 356 425
Operating Profit 2,546 1,809 (464) 4,131 8,021 10,107
Other income 59 73 108 261 236 201
Other charges 298 288 6 154 347 478
Finance cost 95 271 393 1,875 2,456 2,280
Profit before tax 2,213 1,323 (755) 2,363 5,454 7,550
Taxation 569 533 (546) 236 1,091 2,190
Profit after tax 1,644 790 (210) 2,127 4,364 5,361

Balance sheet (PKR mn)

Source: Company Accounts, Akseer Research

FY18A FY19A FY20A FY21E FY22F FY23F
PPE 22,920 36,107 41,558 41,533 41,485 41,437
Other LT assets 120 141 150 163 177 192
Non-Current Assets 23,040 36,247 41,708 41,696 41,662 41,629
Current assets 6,071 6,030 7,326 9,830 10,714 11,610
Total Assets 29,111 42,277 49,035 51,526 52,376 53,239
Non-Current liabilities 11,032 19,268 21,545 18,364 13,878 9,709
Current liabilities 4,451 9,688 14,361 18,324 21,020 22,283
Total Liabilities 15,482 28,956 35,906 36,688 34,898 31,993
Equity 13,629 13,321 13,128 14,838 17,478 21,246
Total Equity & liabilities 29,111 42,277 49,035 51,526 52,376 53,239

Cashflow statement (PKR mn

Source: Company Accounts, Akseer Research

)

FY18A FY19A FY20A FY21E FY22F FY23F
Net Income 1,644 790 (210) 2,127 4,364 5,361
Non-cash Charges 514 509 425 916 1,095 1,117
Operating Cash flows 1,629 3,486 967 1,319 4,105 5,709
FCFF (9,497) (10,048) (4,801) 2,115 5,023 6,260
Net borrowings 8,399 10,747 5,062 270 (1,511) (2,834)
FCFE (1,169) 537 152 697 1,547 1,807
Net change in cash 184 (282) 155 132 (266) 117
Closing cash 493 211 366 498 233 349

Source: Company Accounts, Akseer Research
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Disclaimer

This report has been prepared and marketed jointly by Akseer Research (Pvt) Limited and Alfa Adhi Securities (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 Alfa Adhi Securities 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.

Valuation Methodology
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.

Ratings Criteria
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.

Rating Expected Total Return

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.

Research Dissemination Policy
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.

Analyst Certification

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 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.

Contact Details

Akseer Research (Pvt) Limited Alfa Adhi Securities (Pvt) Limited
1st Floor, Shaheen Chambers, KCHS block 7 & 8, off. Shahrah-e-Faisal Land Mark Plaza, Suite# 303, Muhammad Bin Qasim Road,
T: +92-21-34320359 -60 off. I.I Chundrigar Road, Karachi-74000
E: info@akseerresearch.com T: +92-21-38694242
E: info@alfaadhi.net
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