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Sector Name Cement
We expect our cement sample to post 2x jump in quarterly earnings  Stance Over-Weight
on a sequential basis. We base our forecast on double-digit growth
in local offtake, higher retention prices and operational efficiency Sector Key Data
steps undertaken by manufacturers. Current Market Cap. (Rs bn) 619
Net revenue to grow 17% on higher volumes Current Turnover (mn sh) 30.4
Based on 11% jump in volumetric sales, total revenue of our sample  Current Traded Value (Rs bn) 1.7
stocks is estimated to grow by 17% QoQ. Source: PSX, Sherman Research
Government support in the form of construction amnesty and
revival of stuck-up projects tossed the local offtake up by 18% QoQ Cement Sector - EPS Estimates
to 12.8mn tons. On the other hand, exports have been lackluster (RS 2Q20A 2Q21E %A 1Q21A %A
(down 17% QoQ to 2.3mn tons) due to pandemic-led trade PIOC 0.3 08 157% (0.2) NM
restrictions and port congestion. FCCL 01 0.6 NM 0.5 13%
In our sample, PIOC is well placed to book highest volumetric DGKC 1.3 1.0 -24%  (0.8) NM
growth of 29% QoQ, followed by 14% for CHCC and 9% for MLCF ~_CHCC (11) 185 NM 16  19%
in 2QFY21. KOHC 0.0 2.8 NM 2.5 11%
MLCF (1.0) 0.5 NM 0.3 87%

Gross margins to improve by 3ppts on sequential basis

With higher sales and rising retail prices (up Rs23/bag), our sample
companies’ gross margin is likely to grow by 3ppts to around 18%
from 15% in 1QFY21. Although, rising international coal price (up
29% QoQ to US$72/ton) is a major dampener, large coal inventories
of around 1-1.5 months will keep margins elevated in 2QFY21. In
addition, in-house cheap power generation plants coming online
will also reduce production costs for most players, widening their
gross margins.

‘Over-Weight’ maintained

Though expensive on PE, as most companies underwent expansion
in last two years, the sector is attractive on cash earnings. Our
cement universe is trading at an average price to cash earnings
(P/CEPS) of 7.9x during FY21-22. In near term, all eyes would be on
coal price trend. With gradual ease in global port congestion/lock
down and rise in temperature, price of heating coal is expected to
decline.

In our forecast, we have assumed average coal price of US$74/ton
during CY21 versus existing FOB price of US$90/ton. For every
USS5/ton change in coal price, our cement sector’s annualized
earnings are likely to alter by 10%.

Our top picks are PIOC, FCCL and DGKC, trading at P/CEPS of around
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Risks to valuation:
Risk to valuation includes: 1) Change in coal and oil prices. 2) Lower than expected growth in dispatches. 3) Change in cement prices.

Analyst Certification and Disclosures:

The research analyst(s) 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 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 any of its close relatives do not have a financial interest in the securities of the subject company
aggregating more than 1% of the value of the company. Additionally, 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.

Price Methodology:
To arrive at our period end Target Price, Sherman Securities uses different valuation methods which include : 1) Discounted Cash
flow method 2) Relative Valuation method and 3) Justified Price to Book Value method.

Company Specific Disclosures:

Sherman Securities (Pvt.) Ltd. may, to the extent permissible by applicable law or regulation, use the above material, conclusions,
research or analysis in which they are based before the material is disseminated to their customers. Sherman Securities (Pvt.) Ltd.,
their respective directors, officers, representatives, employees and/or related persons may have a long or short position in any of
the securities or other financial instruments mentioned or issuers described herein at any time and may make a purchase and/or
sale, or offer to make a purchase and/or sale of any such securities or other financial instruments from time to time in the open
market or otherwise. Sherman Securities (Pvt) Ltd. may make markets in securities or other financial instruments described in this
publication, in securities of issuers described herein or in securities underlying or related to such securities.

Research Dissemination Policy:

Sherman Securities (Pvt.) Ltd. 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 mail, fax and/or email. Nevertheless, not all clients may receive the material
at the same time.

Disclaimer:

Sherman Securities (Pvt) Ltd. has produced this report for private circulation only. The information and statistical data herein have
been obtained from reliable sources to our knowledge where such information has not been independently verified and we make
no representation or warranty as to its accuracy, completeness or correction. This report makes use of forward looking statements
that are based on assumptions made and information currently available to us and those are subject to certain risks and uncertainties
that could cause the actual results to differ. This report is not a solicitation or any offer to buy or sell any of the securities mentioned
herein. It is meant for information purposes only and does not take into account the particular investment objectives, financial
situation or needs of individual recipients. Neither Sherman Securities (Pvt.) Ltd. nor any of its affiliates or any other person connected
with the company accepts any liability whatsoever for any direct or consequential loss arising from any use of this report or the
information contained herein.

Rating System:

Sherman Securities employs a 3-tier rating mechanism i.e. Buy, Hold and Sell, which is based upon the level of expected return
for a specific stock. Time horizon is usually the annual financial reporting period of the company. If total expected return
exceeds or equals to 15.0%, a Buy rating is issued. If total expected return exceeds or equals to -10%, a sell rating is issued. If
return is in between the two ranges, hold rating is assigned. Aforementioned ratings are subject to change on the basis of
change in stock price, change in analyst’s estimates, change in assessment of company’s business risk or a combination of
these factors.

Rating Interpretation
Buy 2 15.0%.
Sell <-10%
Hold Between -10% to 15.0%.
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