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TOKYO CEMENT COMPANY (LANKA) PLC [TKYO.N000O]

DOWNGRADE TO SELL AND DISCONTINUE COVERAGE

“RISING COST PRESSURES TAKE ToLL ON MARGINS”

Fair Value: FY22E - LKR 59.0 [+6%]
Total Return with DPS: FY22E - 11% [AER 18%]

FY23E - LKR 55.0 [-1%]
FY23E - 7% [AER 4%]

Previous Report in Jun 2021 - DOWNGRADE TO HOLD

First Capital Research published an earnings update report on 21 Jun 2021
downgrading the earnings and share to a HOLD (with a fair value of LKR 85.0
for FY22E and LKR 80.0 for FY23E) considering the rise in production and other
costs amidst the currency depreciation. Since then, the share price has
declined by 27.5% to LKR 55.6 as at 09" Aug 2021.

EARNINGS FELL WELL BELOW OUR DOWNGRADED TARGETS-
DOWNGRADE TO SELL AND DISCONTINUE COVERAGE

In the previous report published in Jun 2021, despite the top line growth, we
estimated cost of sales to have pressure as TKYO is import dependent for
clinker. Accordingly, we downgraded the bottom line by 16% to 4.7Bn for
FY22E and by 20% to 4.5Bn for FY23E amidst the currency depreciation given
that there will be no price hikes due to competition as well. In line with
earnings, we also downgraded TKYOQ’s fair value to LKR 85.0 for FY22E from LKR
100.0 and to LKR 80.0 for FY23E. In 1QFY22, TKYO recorded earnings of LKR
297.8Mn (-56%Yo0Y), performing even well below our expectations (we have
estimated earnings of LKR 941.0Mn for 1QFY22). Earnings decline was
primarily driven by surge in cost of sales by 53%YoY amidst escalating raw
material prices and currency depreciation resulting in a decline in GP margins
by 800bps YoY to 19.1% in 1QFY22. Moreover, distribution costs recorded a
more than two-fold growth similar to the previous quarter further taking toll
on the bottom line.

First Capital Research expects an overall depreciation of ¢.12% for 2021E for
the rupee against USD assuming that LKR would reach ¢.210.0 (with an
estimated range of 205.0-215.0) by end of the year warranting a significant rise
in production and other costs for TKYO. Considering the expectations of further
negative impact on the bottom line, we downgrade our earnings outlook to
LKR 3.2Bn (-41%YoY) for FY22E and to LKR 3.1Bn for FY23E from previous
forecast of LKR 4.7n for FY22E and LKR 4.5Bn for FY23E while fair value for
TKYO.N is also downgraded to LKR 59.0 for FY22E and to LKR 55.0 for FY23E.
DOWNGRADE TO SELL AND DICONTINUE COVERAGE

P/E 31 March FY18 FY19 FY20 FY21 FY22E FY23E FY24E
Estimates (LKR 'Mn)

Revenue 35,633 38,496 35,768 42,946 46,192 51,812 58,628
Gross Profit 8,472 7,888 10,256 12,495 11,318 11,928 12,612
EBIT 3,481 1,807 4,494 6,301 4,758 4,622 4,463
Net Profit 2,343 (492) 2,318 5,425 3,209 3,075 2,977
EPS (LKR) 5.8 (1.2) 5.8 13.5 8.0 7.7 7.4
YoY Growth (%) -31% -121% 371% 134% -41% -4% -3%
DPS 13 0.3 1.5 3.5 2.1 2.0 1.9
Valuations

PER (x) 9.5x -45.3x 9.6x 4.1x 6.9x 7.3x 7.5x
PBV (x) 1.4x 1.5x 1.3x 1.0x 0.9x 0.9x 0.8x
DY (%) 2.2% 0.5% 2.7% 6.3% 3.7% 3.6% 3.5%
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CSE Ticker TKYO.NO0OO TKYO.X0000
Bloomberg Ticker TKYON SL TKYOX SL
Share Price (LKR) 55.6 50.6
52w High (LKR) 88.5 793
52w Low (LKR) 37.8 313
Avg. Daily Volume (Shares) 709,100 1,223,947
Avg. Daily Turnover (LKR) 45,414,915 79,542,512
Issued Share Capital (Shares 'Mn) 267.3 134
Market Cap (LKR 'Mn) 14,862 6,763

Market Cap (USD 'Mn) 74 34
*1 USD =LKR 199.9

Price Performance (%) 1 mth 3mths 12mths
TKYO.N -14% -18% 46%
TKYO.X 2% -9% 77%
ASPI 3% 14% 58%
Price Movement of TKYO vs ASPI and Past Recommendations
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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.



