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Cements 

CHCC: Lower retention prices and rising cost 

structure to present loss of PKR 3.53/share in 

1QFY20E 

Lower retention prices and higher costs to present loss of 3.53/share in 

1QFY20E 

Cherat Cement Company Limited’s (CHCC) board meeting is scheduled on 30th Oct-

19 to announce financial result for 1QFY20E, wherein we expect the company to post a 

net loss of PKR 687mn (Fully diluted LPS: PKR 3.53), compared to a net profit of PKR 

431mn (Fully diluted EPS: PKR 2.22) in the same period last year.  

 

The decline in earnings as against the comparative period is primarily driven by a) poor 

gross margins of the Company led by lower domestic retentions, b) substantial rise in 

cost structure of the Company and; c) exorbitant rise in finance charge of the Company. 

 

Key highlights  

 During 1QFY20E net sales of the Company are expected to grow by +36%YoY, 

primarily on account of +53%YoY rise in overall dispatches of the Company as 

against the comparative period. 

 Gross margins of the Company are expected to decline to 0%YoY as against 

17%YoY reported in the similar period of the preceding year, making a gross loss 

position of PKR -6mn as against gross profits of PKR 553mn in the same period last 

year. The decline in margins is primarily expected by substantial fall in retention 
prices amid intense competition and a rising cost structure. 

 Retention prices of the Company are expected to recede by almost 11%YoY owing 

to enhanced FED (up +25%YoY) and greater discounts offered to distributors amid 
stiff competition faced in the North region, during 1QFY20. 

 We expect the cost structure of the Company to improve by 7%YoY to PKR 276/bag 

on account of PKR devaluation, axle load restrictions and administrative hikes in 
energy prices. 
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Oct-19 to announce financial result for 1QFY20E, wherein we expect the 

company to post a net loss of PKR 687mn (Fully diluted LPS: PKR 3.53) 

 The decline in earnings as against the comparative period is primarily driven by 

a) poor gross margins of the Company led by lower domestic retentions, b) 

substantial rise in cost structure of the Company and; c) exorbitant rise in finance 

charge of the Company. 

 Gross margins of the Company are expected to decline to -0%YoY as against 

17%YoY reported in the similar period of the preceding year 

 Retention prices of the Company are expected to recede by almost 11%YoY 

owing to enhanced FED (up +25%YoY) and greater discounts offered to 

distributors amid stiff competition faced in the North region, during 1QFY20. 

 We expect the cost structure of the Company to improve by 7%YoY to PKR 

276/bag on account of PKR devaluation, axle load restrictions and administrative 

hikes in energy prices. 

 Finance charge of the Company is expected to rise 8 folds to PKR 743mn, largely 

on account of substantial increase in short term borrowing requirements of the 

Company, rise in benchmark interest rates during 1QFY20 and addition of finance 

cost related to production line III to the P&L as against being capitalized in the 

comparative period. 

  

Exhibit: DGKC's Relative Performance to KSE 100

Source: Bloomberg, PSX & IGI Research
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Company Update

Exhibit: Overall dispatches of CHCC have increased, 

how ever poor retention prices in 1QFY20E and enhanced 

finance costs are expected to eat aw ay profitability.
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 Finance charge of the Company is expected to rise 8 folds to PKR 743mn, largely 

on account of substantial increase in short term borrowing requirements of the 

Company, rise in benchmark interest rates during 1QFY20 and addition of finance 

cost related to production line III to the P&L as against being capitalized in the 
comparative period. 

 We expect a loss before tax of PKR 926mn and loss after tax of PKR 687mn (LPS: 

PKR 3.53) during 1QFY20 as against profit before tax of 305mn and profit after tax 
of PKR 431mn (EPS: PKR 2.22) reported in the similar period of the preceding year. 

 On a sequential basis, the Company is expected to further its losses by 41%QoQ on 

account of lower retentions led primarily by non-passing ability of FED by the 
Company, deteriorated cost structure and enhanced finance cost. 

 

Exhibit: Cherat Cement Company Limited (CHCC) Financial highlights             

Period end (Dec) - PKRbn 1q'20 2019 4q'19 3q'19 2q'19 1q'19 2018 4q'18 3q'18 2q'18 1q'18 2017 

Net Sales  4,550 15,863 4,701 4,128 3,692 3,341 14,388 3,240 3,562 3,695 3,891 9,645 

Cost of sales 4,556 12,980 3,936 3,278 2,978 2,788 11,249 2,670 2,854 2,823 2,902 6,432 

Gross Profit (6) 2,883 766 850 714 553 3,139 570 708 872 989 3,213 

Sales Growth % 36% 10% 45% 16% 0% -14% 49% 11% 35% 60% 120% 36% 

Gross Margin  % 0% 18% 16% 21% 19% 17% 22% 18% 20% 24% 25% 33% 

Admin, Selling & Distribution 175 690 179 173 182 156 582 152 145 147 138 505 

Other Op. Income 8 107 6 30 46 25 81 26 18 17 20 133 

EBIT (183) 2,190 548 687 553 403 2,504 416 556 701 831 2,698 

EBIT Margin % -4% 14% 12% 17% 15% 12% 17% 13% 16% 19% 21% 28% 

Financial Charges 743 1,143 546 368 130 98 357 90 84 87 95 188 

Profit Before Taxation (926) 1,048 1 319 423 305 2,147 326 472 614 735 2,510 

Taxation (239) (715) 489 (904) (174) (126) 15 (11) 26 (129) 129 553 

Effective Tax Rate 26% -68% 39019% -284% -41% -41% 1% -3% 6% -21% 18% 22% 

Profit After Tax (687) 1,763 (487) 1,223 596 431 2,132 337 446 743 606 1,957 

Net Margin (%) -15% 11% -10% 30% 16% 13% 15% 10% 13% 20% 16% 20% 

PAT Growth YoY -259% -17% -245% 174% -20% -29% 9% -14% -18% 20% 50% 39% 

             

EPS (3.53) 9.07 (2.51) 6.29 3.07 2.22 10.97 1.73 2.29 3.83 3.12 10.07 

DPS - 1.00 1.00 - - - 5.00 4.00 - 1.00 - 4.50 
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Important Disclaimer and Disclosures 
 
Research Analyst(s) Certification: The Research Analyst(s) hereby certify that the views about the company/companies and the 
security/securities discussed in this report accurately reflect his or her or their personal views and that he/she has not received and will not receive 
direct or indirect compensation in exchange for expressing specific recommendations or views in this report. The analyst(s) is principally 
responsible for the preparation of this research report and that he/she or his/her close family/relative does not own 1% or more of a class of 
common equity securities of the following company/companies covered in this report.  
 
Disclaimer: The information and opinions contained herein are prepared by IGI Finex Securities Limited and is for information purposes only. 
Whilst every effort has been made to ensure that all the information (including any recommendations or opinions expressed) contained in this 
document (the information) is not misleading or unreliable, IGI Finex Securities Limited makes no representation as to the accuracy or 
completeness of the information. Neither, IGI Finex Securities Limited nor any director, officer or employee of IGI Finex Securities Limited shall 
in any manner be liable or responsible for any loss that may be occasioned as consequence of a party relying on the information. This document 
takes no account of the investment objectives, financial situation and particular needs of investors, who shall seek further professional advice 
before making any investment decision. The subject Company (ies) is a client of the IGI Finex Securities Limited and IGI Finex Securities offers 
brokerage services to subject company (ies) on a regular basis, in line with industry practice. This document and the information may not be 
reproduced, distributed or published by any recipient for any purpose. This report is not directed or intended for distribution to, or use by any 
person or entity not a client of IGI Finex Securities Limited, else directed for distribution.  
 
Rating system: IGI Finex Securities employs three tier ratings system, depending upon expected total return (return is defined as capital gain 
exclusive of tax) of the security in stated time period, as follows:  
 

Recommendation   Rating System   
 Buy    If target price on aforementioned security(ies) is more than 10%, from its last closing price(s)  
 Hold   If target price on aforementioned security(ies) is in between -10% and 10%, from its last closing price(s)  
 Sell   If target price on aforementioned security(ies) is less than -10%, from its last closing price(s)  

 
Time Horizon: Dec – 2019 
Valuation Methodology: The analyst(s) has used following valuation methodology to arrive at the target price of the said 
security (ies): 
(Discounted Cash Flow) 
 
Risk: Investment in securities are subject to economic risk, market risk, interest rate risks, currency risks, and credit risks, political and geopolitical 
risks. The performance of company (ies) covered herein might unfavorably be affected by multiple factors including, business, economic, and 
political conditions. Hence, there is no assurance or guarantee that estimates, recommendation, opinion, etc. given about the security (ies)/company 
(ies) in the report will be achieved. 
 
Basic Definitions and Terminologies used: Target Price: A price target is the projected price level of a financial security stated by an investment 
analyst or advisor. It represents a security's price that, if achieved, results in a trader recognizing the best possible outcome for his investment, 
Last Closing: Latest closing price, Market Cap.: Market capitalization is calculated by multiplying a company's shares outstanding by current 
trading price. EPS: Earnings per Share. DPS: Dividend per Share. ROE: Return on equity is the amount of net income returned as a percentage 
of shareholders’ equity. P/E: Price to Earnings ratio of a company's share price to its per-share earnings. P/B: Price to Book ratio used to compare 
a stock's market value to its book value. DY: The dividend yield is dividend per share, divided by the price per share. 
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