Cement firms spring pleasant surprise

Despite cost pressure, UltraTech, ACC, Shree Cement see volume growth betterthan expected realisation in March quarter

UTIVAL JAUHARI
New Delhi, 30 April

espite cost pressure and
D absence of significant
uptick in realisations,
top cement companies ACC,
UltraTech Cement and Shree
Cement reported decent per-
formance for the Match quarter.
Although rising petroleum
coke (petcoke) prices are put-
ting pressure on fuel and trans-
portation costs, strong volume
growth and some surprise on
realisations were key drivers.
Moving  forward, while
improvement in realisation will
play a key role in tiding over
rising cost, the latest results do
instill confidence. Improving
infrastructure and housing
demand is likely to benefit sales
and push realisations, say ana-
lysts, many of whom are posi-
tive on cement companies.

Beatexpectations
Shree Cement, which reported
its quarterly performance over
the weekend, reported eatn-
ings before interest, tax, depre-
ciation and amortisation
(Ebitda) at 6.9 billion, ahead
of the consensus analyst
expectation of ¥6.15 billion.
While Ebitda per tonne in the
cement business at Y958 was
higher than the 2908 in the
year-before period, cost pres-
sure meant it was lower than
the ¥1,080 in the December
2017 quarter.

Operating cost per tonne for
cement was up eight per cent

year-on-year and five per cent
sequentially io ¥3,200. Rising
petcoke prices drove fuel costs
up by 31 per cent and 20 per
cent sequentially. And, logis-
tics costs, led by rising diesel
prices and overloading restric-
tions in several states, pulled
down the sequential perform-
ance. Logistics costs were up
16.5 per cent year-on-year and
29 per cent sequentially.

Higher sales volume and
realisations did well to over-
come cost pressure, Cement
sales volume (including clink-
er) improved 8.7 per cent year-
on-year (21 per cent sequen-
tially) to 6.44 million tonnes
(mt). Average realisation at
4,158 a tonne was up 10 per
cent year-on-year and 0.6 per
cent sequentially, as against
analyst expectations of sequen-
tially flat to declining realisa-
tion. Thus, net profit surged 31
per cent over a year and 20 per
cent over the earlier quarter to
¥4 billion, ahead of the consen-
sus estimate of 3.3 billion.

The script is almost similar
for UltraTech and ACC.
UltraTech, a few days before,
had reported an increase of 32
per cent year-on-year in
domestic sales at 17.64 mt, and
Ebitda per tonne of 3857 for the
March quarter, as against 3841
and 726 in the year-before and
sequential quarters, respec-
tively. Despite rising costs, its
Ebitda at Inearly 18.1 billion
was much ahead of analysts’
estimate 0f14.8 billion.

ACC saw 7.7 per cent growth
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in sales volunie over a year and
2.6 per cent in average realisa-
tion (1.3 per cent sequentially
against  expectations of
decline). Its per-tonne profit at
572 improved from 3497 in the
March 2017 quarter (506 in
the December 2017 one).

Capacities
UltraTech, the largest manu-
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facturer, continues growing its
capacities. It commissioned
new clinker capacity of 2.5 mt
annually in Madhya Pradesh
in the record time of less than
a yeat, taking its total to 96.5
mt. The acquired JP assets saw
higherutilisation at 75 per cent
in the quarter, ending the
financial year at an 80 per cent
average. Improvement in this
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will further drive the numbers.

ACC’s new capacities in
East India are already driving
volume growth, while better
demand and realisation in the
region are pushing up prof-
itability. For Shree Cement,
commissioning of grinding
units in Rajasthan (3.6 mt) and

Bihar (two mt) will take its total
annual capacity to 34.9 mt.

Street positive

Analysts at Antique Stock
Broking say with the capaci-
ties in place, the operating
profit outlook for Shree
Cement is strong, With a
healthy balance sheet and
return profile, it has ability to
scale-up volumes. Fealthy
demand outlook in the eastern
and northern markets, along
with its new capacities and vis-
ible realisation recovery, is also
keeping other analysts positive
on the company.

Despite being the largest,
UltraTech is seen growing
faster than the industry, on the
back of a ramp-up of the JI*
Group's acquired assets, say

. analysts at Elara Capital. They

expect its margin profile to also
expand further, due to
improvement in cost struc-
tures and better pricing.
Although capacity expan-
sion triggers remain elusive
for ACC, the new Chattisgarh
capacities will continue driv-
ing its near-term growth.
Binod Modi of Reliance
Securities maintains his posi-
tive view on ACC, due to its
deep penetration in rural mat-
kets (80 per cent trade seg-
ment volume) and consistent
focus on premium products.
He believes cost optimisation
measures and visible recov-
ery in realisation in its key
markets will provide addi-
tional boost to the margins.




