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Afghan Coal The New Gold
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Coal prices to escalate due to Russia-Ukraine tensions & worsen supply
Geopolitical situation between Russia-Ukraine created huge volatility in commodity
market hence global coal prices rallied amid intensified & tight supplies in strategic
European countries which instigated European buyers to look for alternate regions like
USA, Asia, Colombia and South Africa.
Another factor is rise in alternate fuels like crude oil and natural gas. In a flash back
scenario coal prices heightened to touch at $240/ton in the mid of Oct’21 due to gas
shortages in Europe after which they started to ease off and recorded on average at a
price of $147/ton till 22nd Feb ‘22 but this was a momentary scenario. As rigidities
started between Russia-Ukraine from 24th Feb ’22 prices started to gain and
skyrocketed to post level sanctions, as Europe expected again tightened supply of gas
resulting another hike in gas prices which caused these economies to switch from gas
to coal based power generation plants.
In Asia and Australia supply was already tightened due to Indonesia’s ban on coal
export and heavy rainfall in Australia created distortion in supply chain. Currently, the
price of benchmark Richard Bay coal prices climbed to life time high recorded at $460
per ton thus increasing the risks of longer-term pain to cement industry. If this
situation prolongs and direct and indirect sanctions that western countries have put
on Russia and second expected ban on export of Indonesian coal may come early at
the end of this month which will put more pressure on coal supplies and on prices as a
consequence coal expected to shoot up towards $480-$500/ton in the near term.
Thus, cement industry is expected to face maximum impact in the long run.
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Margin curve protected by Afghan coal, which came as a blessing
Afghan coal gave a sufficient buffer to cement companies that gave them room to
keep their margins sustained in short to medium period of time. As per market
sources and interaction with the companies’ management suggest that northern
players have started to use a maximum of 70% Afghan coal and further 20% local coal
is also being considered as well.
Previously Afghan coal used to trade at 25-30% discounted to benchmark RBI but
currently this discount differential jumped significantly in prices as Afghan and Local
coal is currently trading at $200-$170 per ton approx. thus at around 53%/60%
discounted to RB1 which is currently stands at $425/ton as of 10th March ‘22. As per
our conversation with industry experts, majority of the northern players have landed
cost of closing inventory at PKR27,000-PKR31,000 per ton for approx. 70 days of
inventory being held, except for MLCF they have 4-5 months of coal inventory on
hand.
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Southern Players facing the toughest situation
Whereas southern players facing toughest situation as Afghan coal is not being
utilized due to significant freight charges around PKR15k-20k per ton, whereas
exports orders also being halted due to a low price of clinker. While they are
prioritizing the local market to grab the demand where they can improve their
durability of presence on current cost of coal.

Our best picks
We continue to prefer MLCF, FCCL and KOHC from our DSL cement universe due to
low leverage with healthy financial position and cost competent players relative to
their peers allowing them to persist in crucial times where efficiencies due to
internal power generation and better inventory management of coal will bring fruits
of additional cost-effective measures to the front.
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DISCLAIMER

This report has been prepared by Darson Securities Ltd. and is provided for information purposes only. Under no circumstances
it is to be used or considered as an offer to sell, or a solicitation of any offer to buy. This information has been compiled from
sources we believe to be reliable, but we do not hold ourselves responsible for its completeness or accuracy. All opinions and
estimates expressed in this report constitute our present judgment only and are subject to change without notice. This report is
intended for persons having professional experience in matters relating to investments.
Research Dissemination Policy:
Darson Securities Ltd. endeavors to make all rightful efforts to disseminate research to all eligible clients in a timely manner
through either electronic or physical distribution such as email, mail and/or fax. However, it is worth mentioning that, not all
clients may receive the material at the same time.
Analyst Certification:
The research analyst(s), if any, denoted by AC on the cover of this report, who exclusively reports to the research department
head, primarily involved in the preparation, writing and publication of this report, certifies that the expressed views in this
report are unbiased and independent opinions of the analyst(s). The observations presented also accurately reflect the
personal views of the analyst(s) based on the research about the subject companies/securities and in any case, no part of the
compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations or
views in this research report. It is also important to note that the research analyst(s) 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 3years nor received any
compensation from the subject company in the past 12 months. The Research analyst or its close relatives have not traded in
the subject security in the past 7 days and will not trade in next 5 days.
Financial Interest Disclosure:
Darson Securities (Ltd. or any of its officers and directors does not have a significant financial interest (above 1% of the value of
the securities of the subject company). Darson Securities 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.
Risk Associated with Target Price:
Any inability to compete successfully in their markets may harm the business. This could be a result of many factors which may
include geographic mix and introduction of improved products or service offerings by competitors. The results of operations
may be materially affected by global economic conditions generally, including conditions in financial markets. The company is
exposed to market risks, such as changes in interest rates, foreign exchange rates and input prices.
Rating System:
If;
• Expected return >15%
• Expected Return is in between 0% to 15%
• Expected Return <0%

- Buy Call
- Neutral/Hold Call
- Sell Call

Valuation Methodology
To arrive at our period end target prices, DSL uses
different valuation methodologies including:
• Discounted cash flow (DCF, DDM)
• Justified price to book (JPB)
• Relative Valuation (P/E, P/B, P/S etc.)
• Equity & Asset return based methodologies (EVA, Residual Income etc.)
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