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Cements 
Lower retentions to drag quarter earnings 
down by 13%YoY; DGKC and FCCL to 
surpass prior year earnings  

2QFY18 earnings preview: Lower retention prices and higher coal prices 
continue to overshadow higher dispatches growth 
Cement offtakes continued to display robust growth, whereby unprecedented 
dispatches level of 11.9mn tons were achieved as against 10.8mn tons in the 
same quarter last year. However, despite posting a commendable growth of 
around +10%YoY, the cement industry fails to reflect this growth in their top 
line, largely on account of trimmed sales prices in the north region and impact 
of enhanced FED in the current period. Accordingly we expect net sales of IGI 
Cement Universe to clock in at PKR 45.9bn, almost similar to PKR 46.0bn posted 
in the same quarter last year. Further injury to retention comes from increase 
in direct costs of cement manufacturing. With international prices of furnace 
oil and coal escalated by 13%/8% YoY coupled with impact of inflationary 
pressures, we expect our coverage companies to post gross profits of PKR 
15.3bn in 2QFY18 as against PKR 19.1bn in 2QFY17, marking a significant 
20%YoY decline. Consequently we expect our coverage companies to post 
earnings after tax of PKR 10.3bn as against PKR 11.8bn in the same quarter last 
year. 
 

Exhibit: 
Key cement companies financial highlights 

 2QFY18E 2QFY17 YoY  1QFY18 QoQ 

Net Sales 45,872 46,011 0%  42,655 8% 

Gross Profits 15,291 19,124 -20%  14,063 9% 

Taxation 2,225 4,441 -50%  1,735 28% 

Net Profits 10,311 11,873 -13%  9,880 4% 

       

Gross Margins (%) 33.3 41.6   33.0  

Effective Tax Rate (%) 17.7 27.2   14.9  

Net Margins (%) 22.5 25.8   23.2  

Source: IGI Research and Company Accounts 

 

 

 

 Despite posting a commendable growth of around +10%YoY, the 
cement industry fails to translate this growth in their top line. 

 Lower retention prices, courtesy a) imposition of higher FED through 
Finance Act 2017-18; b) consistently falling cement sales prices in the 
northern region and; c) elevated coal prices globally; kept profit 
margins subdued 

 DGKC is all set to consolidate the incidental tax benefits of its 
expansions, providing it a +13%YoY earnings growth  

 The recommencement of FCCL’s line II in the current quarter is 
expected to provide an earnings growth of around +107%. 

 Dividend payout appears unlikely provided expansion activities are 
underway. However, PIOC, KOHC, CHCC, MLCF and FCCL might 
surprise investors. 

Exhibit: Coverage companies 2Q dispatches

000' tons 2QFY18E 2QFY17 YoY%

LUCK 1,939        2,027        -4%

MLCF 931           900           3%

KOHC 565           599           -6%

ACPL 556           542           3%

CHCC 650           352           85%

DGKC 1,333        1,245        7%

FCCL 886           827           7%

PIOC 385           399           -3%

INDUSTRY 11,894      10,830      10%

Exhibit: Relative Performance to KSE 100

Source: Bloomberg, PSX & IGI Research
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Sector Update

 Exhibit: Rising coal prices depressed overall sector 

gross margins 
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Company wise outperformers 
Company wise, we expect DGKC and FCCL to surpass their prior year earning 
numbers. Along with a +7%YoY rise in dispatches, DGKC is all set to consolidate 
the incidental tax benefits of its expansions, providing it a +13%YoY earnings 
growth. Similarly the recommencement of FCCL’s line II in the current quarter is 
expected to generate considerable savings in cost of sales of the Company. This 
along with related tax saving is expected to provide an earnings growth of 
around +107%.  
 

Exhibit: 

2QFY18 Earnings Estimate (PKR/share) 

 2QFY18E 2QFY17  YoY  1QFY18  QoQ  

LUCK          9.44       11.76  -20%        9.33  1% 

MLCF          1.69         2.48  -32%        1.77  -4% 

KOHC          4.96         7.76  -36%        5.85  -15% 

ACPL*          4.78         6.00  -20%        5.28  -9% 

CHCC          2.97         3.51  -16%        3.43  -14% 

DGKC          6.73         5.93  13%        6.48  4% 

FCCL          0.67         0.50  33%        0.32  107% 

PIOC          2.42         3.52  -31%        1.84  32% 

Source: IGI Research and Company Accounts 

* Actual Result     
 

Dividend outlook 
Given the situation that approximately all the players (coverage companies) have 
either entered or are about to enter the expansion phase (FCCL), we do not 
expect our coverage companies to offer any dividends during the period. 
Although based on historic trend, PIOC, KOHC, CHCC, MLCF and FCCL might 
surprise investors with a dividend of PKR 1.75/4.25/1.25/0.75/1.5 per share 
respectively, however we consider this situation less probable. 
 

Demand to remain encouraging; pricing pressure to keep margins in check 
Going forward, the overall demand outlook appears quite encouraging where 
we expect local demand in second half of FY18 to add further impetus, ascribed 
to a) increase in ground breaking of pipelined infrastructure projects in the wake 
of an election year; and b) higher demand post winter season. However, 
possibility of further cuts in cement sales prices following rising competition is 
still on the cards, thereby posing further threats to margins. 
 

Recommendation 
Given the recent rally in cement sector, the upside on some of our cement scrips 
have subsided. Nevertheless we still have a strong liking for ACPL, KOHC, DGKC 
and PIOC based on their Dec-18 target prices of PKR 359/270/190/134 per share, 
providing capital upside of around 85%/56%/14%/69% respectively. 
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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. 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 – 2018 

Valuation Methodology: The analyst(s) has used following valuation methodology to arrive at the target price of the said 
security (ies):  
DCF (Discounted Cash Flow) 

 

Risk: Investment in securities are subject to economic risk, market risk, interest rate risks, currency risks, credit risks, 

political and geopolitical risks. The performance of company(ies) covered herein mightunfavorably 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. Market Cap.: Market capitalization is calculated by multiplying a company's 

shares outstanding by current trading price. 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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