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Cement sector profits down 3% YoY in FY23
Pre-tax profitability up 11% YoY in FY23
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EBITDA up 20% YoY in FY23 ((f"ropline

URITIES
Pakistan Listed Cement Sector’s Financial Highlights = Pakistan’s listed cement sector has reported after tax earnings (PAT) of Rs51bn down 3% YoY in
Rsmn Fy23 Fy22 YoY FY23 vs growth of 8% in FY22. The negative earnings growth is primarily due to higher tax expense
Sales 589,635 486,213 21% amid implementation of 10% super tax.
Cost of Sales 430,467 364,944 18%
. However Cement sector recorded pre tax earnings (PBT) of Rs100bn up 11% despite 16% YoY fall in
Gross profit 148,382 121,273 22%
. . total cement dispatches and 78% YoY increase in finance cost.
Administrative Expenses 10,088 9,531 6%
Selling & Distribution Expenses 16,369 12,927 27% - The improvement in PBT is primarily back of increase in sales by 21% YoY to Rs590bn in FY23 led by
Other Operating Expenses 8,071 7,918 2% 37% YoY increase in cement prices.
0,
Other Income 15,304 13,159 16% = Listed sector reported highest ever net sales Rs590bn, up 21% in FY23 owing to higher retention
Profit from Operations 198,214 104,056 90% .
prices.
Finance Cost 28,936 16,171 79%
- . . P . o o
Profit/(Loss) before Tax 99,958 90,013 11% Gross margins of the sector witnessed slight improvement clocking at 25.1% in FY23 vs. 24.9% in
Taxation 49,292 37,896 30% FY22 led by lower coal prices.
Profit/(Loss) after Tax 50,667 52,122 -3% = Cement sector reported highest ever EBITDA of Rs151bn, up 20% YoY. EBITDA margin of the sector
Source: Company Accounts, Topline Research remained flat at 26% in FY23.
Listed Cement Sector Profitability Trend = Other income of the sector was up by 16% YoY to Rs15.2bn in FY23 amid higher dividend income
Rsbn and interest income.
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= Selling and distribution cost up by 6% YoY to Rs10bn in FY23 owing to increase in local fuel prices

48.0 >%1 >0-6
50.0
40.0 34.5 and inflationary environment.
30.0
50,0 Finance cost of the sector clocked in at Rs28.8bn in FY23, up 78% YoY due to higher KIBOR and
10.0 borrowings of the sector.
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. Sector reported effective tax rate of 49% in FY23 vs 42% in FY22 and 22% in FY21.
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Source: Companies Accounts, Topline Research companies make up 99% of the total sector market capitalization.
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LUCK, BWCL and FCCL major contributor in profitability

Company wise cement sector profitability

Rsmn FY23 FY22 YoY
Lucky Cement* 13,725 15,300 -10%
Bestway Cement 11,892 10,239 16%
Fauji Cement 7,439 7,113 5%
Kohat Cement 5,821 5,024 16%
Maple Leaf Cement 5,771 4,553 27%
Cherat Cement 4,404 4,456 -1%
Pioneer Cement 2,611 1,050 149%
Attock Cement* 1,517 1,122 35%
Gharibwal Cement 1,232 1,355 -9%
Thatta Cement 309 86 258%
Power Cement 169 (444) NM
Dewan Cement (587) (703) NM
DG Khan Cement* (3,636) 2,972 NM
Total 50,667 52,123 -3%

Source: Company Accounts, Topline Research *Unconsolidated
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Major contributors to the profitability of the cement sector in FY23 were Lucky Cement (LUCK),
followed by Bestway Cement (BWCL) and Fauji Cement (FCCL).

LUCK contributes 27% to the total cement sector profitability. However profits down was 10% YoY
to Rs13.7bn due to 18% YoY decline in other income in FY23. Moreover, LUCK reported gross

margin of 27.2% better than sector average of 25.1%.

BWCL profitability surged by 16% YoY in FY23 due to 21% YoY increase in sales and higher other
income of Rs1.3bn. Company reported gross margins of 31.1% in FY23 as compared to 31.8% in

previous year. BWCL contributes 23% to the total cement sector profitability in FY23.

FCCL earnings in FY23 clocked in at Rs7.1bn, up 5% YoY due to 25% YoY increase in sales. Company
reported gross margins of 30% in FY23 as compared to 26.5% in FY22 mainly due to better coal mix.

FCCL contributes 15% to the total cement sector profitability in FY23.

All companies in sector reported profitability except for D.G. Khan Cement (DGKC) and Dewan

Cement (DCL) where both companies reported loss in FY23.

DGKC had the worst performance in the sector, reporting a loss of Rs3.6bn, primarily attributed to a

lower gross margin of 14.7% in FY23 vs 17.9% in FY22 and a higher tax charge.

Similarly DCL reported loss of Rs587mn in FY23, despite 22% jump in sales amid decline in gross

margin to just 2.2% in FY23 as compared to 7.4% in previous year.

We expect local cement dispatches to grow by 5% in FY24 due to improved farmer’s income and

economic stability. Moreover, margins to remain stable amid stable cement prices.

Pakistan’s cement Sector is trading at an average EV/ton of US$23.5 which is significantly lower

than replacement of US$70-80/ton.

We maintain our over-weight stance on cement sector where LUCK and MLCF are our top picks.




Quarterly analysis at a glance
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Sample companies: Profit/(Loss) after tax (Rsmn) Sample companies: Gross margin
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Pakistan Listed Cement Comp Sheet (kl'ogcline

Listed Cement Comp Sheet

Pri Sales CAGR Profit CAGR EV/EBITDA (x Cement Sales
(Rs/:l::re) Market P/E(x) P/S(x) P/B(x) EV/Ton (In\{ Adjustéd)) Market Share

Companies (Oct 2 Cap 5-Year 10-Year 5-Year 10-Year (US$) (Inv :

2023)' (USSmn) (FY18-23) (FY13-23) (FY18-23) (FY13-23) FY22A FY23A FY22A FY23A FY22A FY23A Adjusted) FY22A FY23A FY22A FY23A
Lucky Cement Limited (LUCK)* 564.41 616 15% 10% 2% 3% 4.9 3.0 0.5 0.5 0.9 0.7 21.4 4.5 3.9 17.2%  16.5%
Bestway Cement Limited (BWCL) 167.98 349 11% 14% -2% 7% 9.8 8.4 14 1.1 1.6 1.6 37.1 6.5 5.3 14.7%  14.6%
Maple Leaf Cement Factory Limited (MLCF) 29.70 111 19% 14% 5% 6% 7.0 5.5 0.7 0.5 0.8 0.7 20.3 3.2 2.5 8.6% 9.2%
Kohat Cement Company Limited (KOHC) 171.47 117 24% 13% 14% 8% 6.7 5.8 1.0 0.9 1.2 1.0 12.7 1.9 1.8 6.7% 6.7%
DG Khan Cement Company Limited (DGKC) * 45.45 69 16% 10% NM NM 5.9 NM 0.3 0.3 0.3 0.3 18.1 3.1 3.4 123% 11.3%
Cherat Cement Company Limited (CHCC) 129.07 87 21% 20% 16% 14% 5.6 5.7 0.8 0.7 14 1.2 26.9 3.6 3.3 6.7% 6.4%
Fauji Cement Company Limited (FCCL) 11.26 96 26% 16% 17% 14% 3.9 3.7 0.5 0.4 0.5 0.4 24.6 3.7 2.9 6.2% 5.7%
Attock Cement Pakistan Limited (ACPL)* 85.25 41 9% 8% -19% -3% 8.6 5.6 0.6 0.5 0.7 0.6 20.0 6.5 4.0 4.3% 4.6%
Pioneer Cement Limited (PIOC) 84.62 67 29% 17% 10% 5% 18.3 7.4 0.6 0.5 0.6 0.6 25.3 4.7 3.2 6.4% 6.1%
Gharibwal Cement Limited (GWLC) 15.88 22 9% 11% -4% 2% 4.7 5.2 0.4 0.3 0.4 0.4 11.5 1.6 1.7 3.2% 3.0%
Power Cement Limited (POWER) 4.00 15 46% 23% -12% -8% NM 25.2 0.2 0.1 0.2 0.2 29.7 14.0 5.2 3.8% 5.1%
Flying Cement Company Limited (FLYNG) 5.81 14 13% 20% 11% 39% 4.4 13.4 0.8 0.8 0.3 0.3 27.1 100 123 0.0% 0.0%
Thatta Cement Company Limited (THCCL) 13.95 5 8% 7% -16% -1% 16.2 4.5 0.3 0.3 0.3 0.3 4.1 1.5 1.2 1.0% 1.0%
Fecto Cement Limited (FECTC) 19.50 3 12% 7% NM NM 3.4 NM 0.1 0.1 0.3 0.3 10.8 3.5 8.0 1.3% 1.2%
Dewan Cement Limited (DCL) 4.03 7 9% 9% NM NM NM NM 0.1 0.1 0.1 0.1 8.4 5.8 12.7 3.3% 3.4%
Listing Sector Total 1,620 17% 13% -2% 3% 6.2 4.8 0.6 0.5 0.8 0.7 23.5 4.4 3.6 95.5% 94.7%

Source: Company Accounts, Topline Research, *Unconsolidated, **For P/E, P/S, and P/B we have taken consolidated numbers for all companies, ***FECTC and FLYNG is extrapolated.
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Analyst Certification and Disclosures ((/?ogli e

The research analyst(s), denoted by an “AC” on the cover of this report, primarily involved in the preparation of this report, certifies that (1) the views expressed in this report accurately reflect his/her
personal views about all of the subject companies/securities/sectors 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.

Furthermore, it is stated that the research analyst or its close relative have neither served as a director/officer in the past 3 years nor received any compensation from the subject company in the past 12
months.

Additionally, as per regulation 8(2)(i) of the Research Analyst Regulations, 2015, we currently do not have a financial interest in the securities of the subject company aggregating more than 1% of the
value of the company.

Rating System
Topline Securities employs 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 Stock will outperform the average total return of stocks in universe

Neutral Stock will perform in line with the average total return of stocks in universe

Sell Stock will underperform the average total return of stocks in universe

For sector rating, Topline Securities employs three tier ratings system, depending upon the sector’s proposed weight in the portfolio as compared to sector’s weight in KSE-100 Index:
Rating Sector’s Proposed Weight in Portfolio

Over Weight > Weight in KSE-100 Index

Market Weight = Weight in KSE-100 Index

Under Weight < Weight in KSE-100 Index

Ratings are updated daily to account for the latest developments in the economy/sector/company, changes in stock prices and changes in analyst’s assumptions or a combination of any of these factors.

Valuation Methodology
To arrive at our 12-months Target Price, Topline Securities uses different valuation methods which include: 1). Present value methodology, 2). Multiplier methodology, and 3). Asset-based methodology.

Research Dissemination Policy
Topline Securities endeavors 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.
Nevertheless, all clients may not receive the material at the same time.10

Disclaimer

This report has been prepared by Topline Securities 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, Topline Securities and/or any of its 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 professional advisers 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 Topline Securities 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 Topline Research Department and do
not necessarily reflect those of Topline or its directors. Topline as a firm may have business relationships, including investment-banking relationships, with the companies referred to in this report.

All rights reserved by Topline Securities. 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 Topline Securities. Action could be taken for unauthorized reproduction, distribution or publication.
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