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PKR/share 4q/20e QoQ FY20e YoY
EPS
LUCK 1.7 -47% 10.7 -67%
ACPL 0.2 -92% 8.3 -45%
FCCL (0.0) 98% 0.2 -91%
MLCF (0.4) 55% (2.9) -1.3x
KOHC (1.9 29% (2.8) -0.2x
DGKC (1.8) 21% (6.0) -1.6x
PIOC (2.0) -11% (4.3) -1.2x
CHCC (2.5) 21% (8.7) -0.9x
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Cements

4Q earning preview: North players to restrict losses
QoQ, while South to see free fall amid poor volumes

v' We preview IGI cements earnings for 4QFY20, where we expect
earnings to decline by -0.7xy/y while improve by +16%QoQ to a net
loss of PKR 1.9bn.

v This will close FY20 with a full year loss of PKR 4.1bn as against a net
profitability of PKR 24.5bn reported in FY19.

v From payout perspective, we expect only LUCK and ACPL to declare
final cash dividends, making FY20 a dry year with respect to cash
payouts.

v/ We remain bullish on 1GI cements backed on strong fundamentals and
overall pro-construction macro theme. Our liking on the sector stems
from a) positive tax measures introduced under PM’s construction
package, b) material reduction in FED, c) substantial decline in
benchmark interest rates; and d) mandatory targets given by SBP to
increase housing and construction financing to at least 5% of private
sector credit.

4QFY20: Losses to continue; albeit improved retentions and lesser
distribution expenses to restrict them as against sequential quarter

We preview IGI cements earnings for 4QFY?20, where we expect earnings to
decline by -0.7xYoY while improve by +16%Qo0Q to a net loss of PKR 1.9bn.
This will close FY20 with a full year loss of PKR 4.1bn as against a net
profitability of PKR 24.5bn reported in FY19. From payout perspective, we
expect only LUCK and ACPL to declare final cash dividends (payout ratio of
LUCK & ACPL: 20%), making FY20 a dry year with respect to cash payouts
(FCCL declared interim dividend of PKR 0.25/share). The earnings performance
for 4QFY20 is largely ascribed to:

v' Low overall dispatches: During 4QFY20, total cement dispatches
declined by 12%Q0Q. Wherein local offtakes fell off by 8%Q0Q, export
dispatches declined by a substantial 32%QoQ on a sequential basis. The
drop in dispatches was largely due to province wide lockdowns and halt
in economic activities in the wake of Covid-19 pandemic. The decline in
volumes emerges as one of the fundamental reasons of decline in gross
profits of IGI cements during 4QFY20E as against 3QFY20.

v" Improved retention prices: During 4QFY 20 average cement sales price
for North region rose by +1.5%Qo0Q to PKR 513/bag as against PKR
505/bag in 3QFY20. Whereas, that of South region remained rather
stable at PKR 624/bag. In addition to sales price improvement, further
increase in retention prices is expected to occur through reduced
discounts offered to dealers during the quarter. To recall, owing to stiff
competition in the domestic market amid enhanced supply capacity,
manufacturers offered substantial discounts up till the previous quarter
to retain their respective market share. However, post Covid-19 we
expect these discounts to soften a bit to arrest the impact of declined
volumes. Accordingly, we expect average domestic retention prices
(North + South) for 4QFY20 to clock in at PKR 271/bag as against PKR
261/bag in 3QFY20.

Part of [(G] Financial Services

WWwWw.jamapunji.com.pk

Page | 1

A A Packages Group Company



161

Wednesday, 29 July 2020

v Lower capacity utilization restricting positive gains of reduced coal
and FO prices: Owing to melt over of global commaodity prices during
4QFY20, average coal inventory price of manufacturers is expected to
drop by 10%QoQ. Simultaneously average domestic price of Furnace
Oil, used in captive power generation by cement manufacturers, also
dropped by 18%QoQ. However, despite material reduction in these
commodity prices, overall cost structure is expected to remain similar to
the previous quarter. This is primarily ascribed to low capacity utilization
levels achieved during the quarter which are not expected to optimally
cover fixed manufacturing overheads. To note, capacity utilization level
of the industry during 4QFY20 is expected to stand at 61% as against
71% recorded in the sequential quarter.

v Substantial reduction in freight charges improving operating
margins: On a positive note, drop in dispatches and substantial decline
in diesel prices across the country during 4QFY?20 is expected to
materially reduce distribution expenses of the sector, which in turn are
expected to bring operating profits to a positive range of PKR 0.4bn as
against an operating loss of PKR (0.1bn) in 3QFY20. To recall, avg.
diesel prices during the period fell to PKR 90/Itr as against PKR 125/1tr
in the sequential quarter.

v" Finance cost: While company wise, finance expenses of certain
companies are expected to recede marginally due to slight reduction in
reference rates for the period, however from a total coverage perspective
these are expected to marginally rise. This is due to inclusion of
substantial borrowing costs of PIOC in 4QFY20 that was not included in
3QFY20. It is pertinent to note that since loan rates are repriced at the
end of every quarter as per practice of commercial banks, the applicable
3M and 6M KIBOR rate for 4QFY20 would be 11.2%/11.6%
respectively despite the average 3M and 6M KIBOR for 4QFY 20 being
8.7%I8.4% respectively. Accordingly, further gains of reduced interest
rates will be reflected from 1QFY21.

Exhibit: Cements combined earnings highlights

LUCK, ACPL, MLCF, DGKC, FCCL, CHCC, KOHC, PIOC

Period end (Jun) - PKRbn FY20 4Q'20 3Q'20 2Q'20 1Q'20 FY19 4Q'19 3Q'19 2Q'19 1Q'19
Net Sales 183.0 39.9 45.0 53.7 44.4 197.4 48.5 50.3 53.2 453
Cost of sales 170.0 38.2 42.8 47.8 41.1 152.6 39.8 38.4 39.6 34.8
Gross Profit 13.1 17 2.2 5.9 3.3 44.8 8.7 12.0 13.6 10.5
Sales Growth % -1% -18% -11% 1% -2% 10% 8% 8% 16% 7%
Gross Margin % 7% 4% 5% 11% 7% 23% 18% 24% 26% 23%
Admin, Selling & Distribution 13.4 2.8 3.4 3.7 3.4 11.5 2.9 3.0 2.9 2.8
Other Op. Income 7.1 1.7 1.9 1.8 1.7 6.7 1.9 15 1.9 1.3
EBIT 5.4 0.4 0.2) 3.7 14 36.5 6.7 9.8 115 8.4
EBIT Margin % 3% 1% 0% 7% 3% 18% 14% 20% 22% 19%
Financial Charges 12.1 3.1 3.0 3.1 3.0 6.7 2.0 1.9 1.6 1.3
Profit Before Taxation (6.8) (2.6) (3.1) 0.6 (1.6) 29.7 4.7 7.9 9.9 7.2
Taxation (2.6) (0.8) 0.9) 0.7) 0.3) 5.3 2.1 0.4 1.6 1.2
Effective Tax Rate 39% 28% 28% -117% 21% 18% 44% 5% 16% 17%
Profit After Tax (4.2) (1.9) (2.2) 1.2 1.2) 245 2.6 7.6 8.4 5.9
Net Margin (%) -2% -5% -5% 2% -3% 12% 5% 15% 16% 13%
PAT Growth YoY -117% -173% -130% -85% -121% -39% -80% -12% -5% -40%

Source: Company Accounts, IGl Research
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Exhibit: 4QFY20 dispatches of cement sector have dropped amid Exhibit: Rising cost/ bag amid low utilization are expected to hamper
lockdowns despite excess available capacity gross profitability of IGI cements
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Company wise: North players to restrict losses QoQ amid improved
retentions, while South players to lose out on low capacity utilization
Company wise, we expect North based players to arrest their losses in 4QFY20
while South players, albeit expected to remain profitable, will see massive
reduction in comparison to sequential quarter.

Exhibit: IGI Cement 4QFY20 Earnings Preview

PKR/share 4QFY20E  3QFY20A  4QFY19A  QoQ YoY FY20E FY19A YoY
EPS/(LPS)

LUCK 1.65 3.09 6.79 -47%  -76% 10.73 32.44 -67%
ACPL 0.20 2.57 5.07 -92%  -96% 8.33 15.09 -45%
FCCL (0.00) (0.15) 0.28 98% -0.0x 0.19 2.05 -91%
MLCF (0.39) (0.87) 0.52 55% -0.8x (2.88) 2.24 -1.3x
KOHC (1.35) (1.90) 1.48 29% -0.9x (2.80) 12.29 -0.2x
DGKC (1.81) (2.29) (2.32) 21%  -22% (6.04) 3.67 -1.6x
PIOC (2.01) (1.81) (0.15) -11%  13.1x (4.31) 3.48 -1.2x
CHCC (2.55) (3.23) (2.51) 21% 1% (8.66) 9.07 -0.9x
DPS

LUCK 2.50 - 6.50 2.50 6.50 -62%
ACPL 2.00 - 4.00 2.00 4.00 -50%
FCCL - - 0.75 0.25 1.50 -83%
MLCF - - - - - -
KOHC - - 2.50 - 250 -100%
DGKC - - 1.00 - 1.00 -100%
PIOC - - - - - -
CHCC - - 1.00 - 1.00 -100%
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LUCK: We expect LUCK to present unconsolidated EPS of PKR 1.65 for
4QFY20, down by 47%Q0Q. The decline in earnings is largely owed to 18%QoQ
drop in total dispatches and fall in gross margins to 9% (3QFY20 GP Margin:
12%) due underutilization of South plant. We expect the Company to declare final
cash dividend of PKR 2.5/share along with the result.

ACPL: 4QFY20 EPS is anticipated to clock in at PKR 0.20, down by a massive
92%QoQ. This is expected on the back of 35% drop in overall dispatches and
decline in gross margins due to underutilization of plant. We expect ACPL to
declare final cash dividend of PKR 2.0/share along with the result.

FCCL: The Company is likely to present a pretty minute loss of PKR 4mn (LPS:
PKR 0.00) for the quarter under review. The recovery in performance, as
compared to sequential quarter is due to improved retentions in North region for
4QFY20. Overall volumes of FCCL only shed by 5%QoQ. Nil final dividend
expected.

MLCF: We expect MLCF to display consolidated LPS of PKR 0.39 for 4QFY 20,
better by 55%Q0Q. The performance is due to improved margins led by better
retentions in North market and reduced finance cost post retirement of debt. Nil
dividends expected.

KOHC: 4QFY20 LPS is expected to clock in at PKR 1.35, better by 29%Q0Q.
This performance is largely ascribed to improved margins led by increased
retentions in North market despite decline in total dispatch by 6%QoQ.

DGKC: The Company is likely to post unconsolidated LPS of PKR 1.81 for
4QFY20, better by 21%Qo0Q. While core performance is expected to remain
rather stable wherein gains from improved retentions in North markets are
expected to be offset by underutilization of South plant, non-recurrence of heavy
exchange loss (3QFY20 Other Exp: PKR 505mn) in 4Q will add to curtailment
of net loss for the period. Nil dividends are expected along with the result.

P1OC: For 4QFY20, PIOC is expected to present LPS of PKR 2.01, worse by
11%QoQ. Gross loss of the Company is expected to increase to PKR 242mn,
despite increase in dispatches (+55%Q0Q) and improvement in retention prices,
largely due to impact of incremental depreciation from added capacity. We expect
PIOC to capitalize its expansion capex during 4QFY 20 taking cue from enhanced
dispatches sold during the quarter. This will also lead to an estimated 4 fold rise
in finance cost of the Company. However, some positivity will be witnessed from
gains in equity investments of the Company due from upbeat performance of
KSE-100 during the period.

CHCC: For 4QFY2, CHCC is expected to declare LPS of PKR 2.55, better by
21%Qo0Q. The performance is primarily driven by improved margins led by
increased retentions in North market. Nil dividends expected.

Outlook

We remain bullish on 1GI cements backed on strong fundamentals and overall
pro-construction macro theme. Our liking on the sector stems from a) positive tax
measures introduced under PM’s construction package, b) material reduction in
FED (down 25%Y0Y), c) substantial decline in benchmark interest rates (down
625bps); and d) mandatory targets given by SBP to increase housing and
construction financing to at least 5% of private sector credit (~PKR 330bn).
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DISPATCHES POSITION
Exhibit: Monthly Provisional Cement Dispatches
('000) tons 4Q'20 3Q'20 Q/Q 4Q'19 YIY FY20 FY19 YIY
North 8.31 8.61 -3% 9.16 -9.2% 34.33 32.36 6.1%
South 1.06 1.61 -34% 1.73 -38.5% 5.64 7.98 -29.3%
Local 9.38 10.21 -8% 10.88 -14% 39.97 40.33 -1%
North 0.05 0.48 -90% 0.49 -90% 1.89 2.44 -22%
South 1.35 159 -15% 0.92 47% 5.96 4.10 45%
Export 1.40 2.07 -32% 1.40 0% 7.85 6.54 20%
Total - Dispatches 10.78 12.28 -12% 12.29 -12% 47.81 46.87 2%
Exhibit: Company wise cement dispatches
('000) tons 40Q'20 30Q'20 Q/Q 4Q'19 YIY FY20 FY19 YIY
LUCK 1.74 2.13 -18% 1.72 1% 7.54 7.67 -2%
Local 1.38 1.52 -9% 1.43 -4% 5.49 5.85 -6%
Exports 0.36 0.61 -40% 0.29 26% 2.05 1.82 13%
DGKC 1.45 1.86 -22% 1.72 -16% 7.20 6.31 14%
Local 1.13 1.35 -17% 151 -25% 5.34 5.33 0%
Exports 0.32 051 -37% 0.21 56% 1.87 098 91%
FCCL 0.70 0.74 -5% 0.79 -11% 3.08 3.04 2%
Local 0.70 0.65 8% 0.74 -5% 2.81 2.82 0%
Exports 0.00 0.09 -96% 0.05 -94% 0.27 0.22 24%
CHCC 0.78 0.83 -7% 0.80 -3% 339 249 36%
Local 0.77 0.72 7% 0.67 15% 2.92 2.14 37%
Exports 0.01 0.11 -92% 0.13 -94% 0.47 0.36 32%
KOHC 0.58 0.61 -6% 0.56 3% 2.34 2.36 -1%
Local 0.58 0.58 -1% 0.53 9% 2.24 2.24 0%
Exports 0.00 0.03 -97% 0.03 -97% 0.10 0.12 -19%
ACPL 0.50 0.78 -35% 0.69 -27% 295 3.21 -8%
Local 0.23 0.35 -34% 0.38 -41% 1.24 1.86 -33%
Exports 0.28 0.43 -36% 0.30 -10% 1.70 135 26%
MLCF 1.02 1.30 -21% 1.28 -20% 5.17 3.67 41%
Local 1.02 1.25 -18% 1.18 -14% 4.99 3.34 49%
Exports 0.00 0.05 -92% 0.09 -96% 0.18 0.33 -47%
BWCL 1.77 1.86 -5% 213 -17% 7.27 8.05 -10%
Local 1.76 1.79 -2% 2.04 -14% 6.97 7.37 -5%
Exports 0.01 0.07 -83% 0.09 -87% 0.30 0.68 -55%
PIOC 0.59 0.38 55% 0.38 54% 1.73 1.45 20%
Local 0.59 0.38 57% 0.38 56% 1.72 1.38 24%
Exports 0.00 0.00 -97% 0.00 -98% 0.01 0.06 -80%
Source: APCMA, Market Source, IGl Research
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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)

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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