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TOKYO CEMENT COMPANY (LANKA) PLC [TKYO.N0000]

FLASH NOTE

Removal of MRP favours TKYO; However, cost pressures to persist...

Maximum retail prices of Cement over the past 03 years Currency is expected to have significant pressure on importers such as TKYO
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Source: Company Annual Reports and media Source: CBSL, First Capital Research

Removal of Maximum Retail Price (MRP) weighs positively on TKYO FIRST CAPITAL RESEARCH

We expect the recent decision to remove the price controls of cement to favour TKYO Hiruni Perera +94 11 263 9864
as current cost escalations have a significant negative impact on margins. Following hiruni@firstcapital.lk
the Maximum Retail Price removal, the price of a locally manufactured 50Kg cement

bag has been increased by LKR 93.0 with effect from 11t Oct 2021 to LKR 1,098.0. We

expect this move to positively effect on TKYO, since during the previous couple of

months it became a victim of controlled prices as the company was contending with

input and other costs, which saw a significant rise. Large cost increases mainly

stemmed from rise in clinker prices, the depreciation of the LKR and significant

increase in freight costs. With price controls of cement removed, TKYO is expected to

see a relief on margins with the ability to pass down costs to customers to a certain

extent.

However, multiple other factors could act as hurdles

However, we estimate that removal of MRP is expected to increase the competition
eventually leading to price cutting in the industry while ability to produce improved
margins will depend on multiple factors such as fluctuations in prices of inputs and
volatility of the LKR. Further higher freight charges may increase the cost and any
additional lockdowns that might arise as a result of the pandemic may impact future
volumes.

Despite the recent price hike of LKR 93.0 per cement bag, we advise investors to
I remain cautious on the negative factors such as impact stemming from increased
input cost and volatility in the LKR. We also expect TKYO to record weaker profits in
2QYF22 relative to the previous year comparative quarter as TKYO had to absorb a
large cost increase attributed to the rise in clinker prices, the rapid depreciation of
i the LKR and significant increase of freight costs amidst controlled prices and
lockdowns prevailed during 2QFY22.
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Disclaimer:

This Review is prepared and issued by First Capital Holdings PLC based on information in the public domain, internally developed and other sources, believed to be correct. Although all
reasonable care has been taken to ensure the contents of the Review are accurate, First Capital Holdings PLC and/or its Directors, employees, are not responsible for the correctness,
usefulness, reliability of same. First Capital Holdings PLC may act as a Broker in the investments which are the subject ofthis document or related investments and may have acted on
or used the information contained in this document, or the research or analysis on which it is based, before its publication. First Capital Holdings PLC and/or its principal, their
respective Directors, or Employees may also have a position or be otherwise interested in the investments referred to in this document. This is not an offer to sell or buy the
investments referred to in this document. This Review may contain data which are inaccurate and unreliable. You hereby waive irrevocably any rights or remedies in law or equity you
have or may have against First Capital Holdings PLC with respect to the Review and agree to indemnify and hold First Capital Holdings PLC and/or its principal, their respective directors
and employees harmless to the fullest extent allowed by law regarding all matters related to your use of this Review. No part of this document may be reproduced, distributed or
published in whole orin part by any means to any other person for any purpose without prior permission.

This report providing a snapshot of fixed income, equity and unit trust is composed and circulated by First Capital Holdings PLC an investment bank in Sri Lanka. The company operates
in the capital market of Sri Lanka with operations in government securities - treasury bills and bonds, stock brokering and share market investments, asset management, private wealth
management, retirement planning, personal financial planning, unit trust, margin trading, capital market research, trustee services, corporate finance advisory services including
corporate debt structuring (debentures, trust certificates, commercial papers), valuations, restructuring, mergers and acquisitions, initial public offerings (IPOs)and project advisory.
The First Capital Group consists of First Capital Treasuries PLC, First Capital Limited, First Capital Markets Limited, First Capital Asset Management Limited and First Capital Equities
(Private) Limited covering Colombo, Negombo, Matara, Kandy and Kurunegala.



