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Cement: 2Q FY 1| results review quant

Cement sector cumulative financial highlights for 2Q FY1 1

©  The cement sector saw a sharp drop in profitability during the September 2010 quarter, with cumulative EBIT declining by 68% y-y and 61% q-q. Out
of 21 cement companies we reviewed, four reported losses at the PAT level and around 17 reported more than a 50% y-y decline in EBIT. The
primary reason for this drop was about a 16% y-y decline in cement realisations and an increase in operating costs per tonne. Cumulative EBIT
margin for the quarter stood at 10.6% compared to 30% during 2Q FY |0, implying a drop of 1,940bp y-y.

©  Overall revenue growth was down by 9% y-y and by 16% g-q. The drop was again led by lower realisations as volumes during the quarter increased
by 5% y-y.

©  Cement volume growth was also muted as a result of strong monsoon compared to earlier years and lower infrastructure demand. Cumulative
volumes were up by 5% y-y and down significantly by 10% q-q compared to 6% growth for the entire industry in 2Q FY| |. Realisations, on the other
hand, were down by 16% y-y, which coupled with an increase in operating costs, led to a drop in margins.

©  Freight and power& fuel costs were up for most companies as a result of a hike in diesel prices (up 15% y-y) and an increase in imported coal costs
(up more than 40% y-y), leading to an overall increase in operating costs.

= We believe that 3Q FYI 1 will give some respite to cement companies on the back of improved realisations and better demand due to seasonal
factors. However, if volume growth does not pickup post monsoon and the festive season, then we may see longer duration of subdued cement
prices affecting margins negatively.

= We reiterate our UNDERWEIGHT view on the sector in the medium term on the back of the recent strong stock outperformance and believe that
the recovery in 2H FYI| will not lead to the stocks’ outperformance as they are already ahead of fundamentals. Ambuja (ACEM IN, TP: Rs|12, SELL)
is our top SELL idea while India cements (ICEM IN, TP: Rs173, BUY) is our top pick in the sector.

Cement: 2Q FY I | sector financials

Rs mn 2Q FY11 1Q FY11 2Q FY10 q-q % y-y %
Net Sales 134,960 161,403 148,829 -16% -9%
EBIT 14,261 36,321 44,601 -61% -68%
EBIT Margins 10.6% 22.5% 30.0% -11.9% -19.4%
Cement volumes (mn tonnes) 41.1 45.6 39.2 -10% 5%
Realizations (Rs/tonne) 3,693 4,203 4,395 -12% -16%

Note: data pertains to 22 listed cement companies. For conglomerates only cement segment revenue is considered
Source : Industry data, Quant Global Research




Volume growth driven by |JAL whereas pricing was

down for all players quant

Quarterly volume growth of cement companies Pricing growth better for eastern and central region companies
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Source : CMA, Company data, Quant Global Research Source : CMA, Company data, Quant Global Research

Note: Volumes include cement as well as clinker sales

©  Typically companies with less than 10 mn tonnes of capacity and lower utilisation (due to recent capex) have been able to show strong volume growth with an
exception of Jaiprakash (JAL). Out of the total 21 companies analysed, only nine have shown volume growth higher than the industry growth rate, while around
eight companies have shown negative growth. Interestingly, out of the eight companies with higher-than-industry volume growth, four companies have higher
exposure to the southern region, which has shown the least volume growth compared to other regions. Jaiprakash has been able to grow volumes (including
clinker sales) at a much healthier pace due to a significant increase in capacity over the past year.

© Industry pricing growth for the quarter was dismal at (I11.2)% y-y. Southern companies reported the maximum decline in realisations as pricing in the South
dropped sharply in the September quarter. Companies with high exposure to the western and central parts of India were able to cap the pricing decline to a
certain extent. Prices in the South have bounced back to their earlier peaks during the current quarter, although volume growth is still absent. We expect a

sharp rise in profitability of southern players as pricing discipline has returned to the region.




Operating costs growth on the higher side . . . quant

Operating costs per tonne grew at a higher pace. .. . . . .resulting in a drop in profitability
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©  Operating costs for most companies increased y-y as well as g-q. A hike in diesel prices and an increase in imported coal costs were key reasons for growth in
operating costs. Ambuja was able to arrest its cost growth due to a higher cost base in the past year (as a result of higher clinker purchases, which were not
present in this quarter). Companies with higher dependence on imported coal and higher lead distance were the most adversely affected.

©  EBIT growth was negative for all companies. Despite a sharp rise in volumes, Jaiprakash reported a marginal y-y decline in EBIT whereas lower raw material costs
and higher exposure to the western and northern regions (where pricing was better) helped Ambuja arrest its EBIT decline.

© A sharp fall in cement prices in the southern region led to a decline in EBIT for most South-based companies. The bottom five companies, with the highest drop

in EBIT, have the highest exposure to the southern region.




.. .primarily due to an increase in freight and P&F costs |l [0y

Freight costs increased as a result of diesel price hike Raw material costs also higher y-y
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Higher coal prices lead to an increase in P&F costs ©  Operating costs for most companies were up y-y as well as g-q.
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Note: data pertains to only |2 cement companies as conglomerates do not give breakdown of operating costs for cement business; Source: Company data, Quant Global Research




Operating profit per tonne down sharply quant

Operating profit per tonne during Sep-10 quarter (Rs/tonne) Significant drop in operating profit per tonne led by pricing declines
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©  All companies reported a major drop in operating profit per tonne with Ambuja turning in better performance with an operating profit coming in at
Rsé651/tonne.
©  As expected, southern companies’ performance was muted, forming the bottom in terms of operating costs per tonne. Andhra Cement made a loss at the

operating level. India Cement also reported loss at the PAT level.




Companies’ regional sales proportion quaont

Regional sales proportion of companies during 2Q FY I |

Company North East West South
ACC 43% 18% 23% 16%
Ambuja 40% 17% 42% 2%
Grasim 41% 8% 34% 17%
Ultratech 0% 17% 44% 39%
India Cements 0% 4% 14% 82%
Madras 0% 5% 0% 94%
Andhra Cements 9% 23% 0% 68%
Birla Corp 62% 27% 12% 0%
Century 27% 38% 35% 0%
Chettinad 0% 0% 0% 100%
Jaypee 65% 14% 21% 0%
Kesoram 0% 2% 52% 45%
Lafarge 1% 88% 11% 0%
Mangalam 91% 0% 9% 0%
Mysore 47% 0% 45% 7%
Orient 2% 0% 65% 33%
Dalmia 0% 0% 0% 100%
Shree 93% 1% 6% 0%
Binani 61% 3% 36% 0%
OoCL 0% 100% 0% 0%
JK Laksmi 57% 43% 0% 0%
Jk Cement 48% 19% 33% 0%

Note: data for ACC and Ambuja is as on June2009 and September2009, respectively; Source : CMA, Company data




Disclaimer quant

‘“We, Mangesh Bhadang and Tushar Manudhane, hereby certify that all of the views expressed in this presentation accurately reflect our personal
views about the subject company or companies and its or their securities. We also certify that no part of our compensation was, is or will be, directly

or indirectly, related to the specific recommendations or views expressed in this presentation.”

Quant Group generally prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of
any companies that the analysts cover. Additionally, Quant Group generally prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory
board member of any companies that the analysts cover. Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to
our clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are
inconsistent with the recommendations expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real
or potential conflicts of interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided
herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. We
are not soliciting any action based on this material. It is for the general information of clients of Quant Group. It does not constitute a personal recommendation or take into account
the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this material, clients should consider whether
it is suitable for their particular circumstances and, if necessary, seek professional advice. The price and value of the investments referred to in this material and the income from them
may go down as well as up, and investors may realize losses on any investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss
of original capital may occur. Quant Group does not provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential
investment in certain transactions — including those involving futures, options, and other derivatives as well as non investment-grade securities — that give rise to substantial risk and
are not suitable for all investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied
on as such. Opinions expressed are our current opinions as of the date appearing on this material only. We endeavor to update on a reasonable basis the information discussed in this
material, but regulatory, compliance, or other reasons may prevent us from doing so.

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have "long" or "short"
positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or dispose of any such securities
(or investment). We and our affiliates may act as market maker or assume an underwriting commitment in the securities of companies discussed in this document (or in related
investments), may sell them to or buy them from customers on a principal basis and may also perform or seek to perform investment banking or advisory services for or relating to
those companies and may also be represented in the supervisory board or any other committee of those companies.

For the purpose of calculating whether Quant Group and its affiliates hold, beneficially own, or control, including the right to vote for directors, 1% or more of the equity shares of
the subject, the holding of the issuer of a research report is also included.

Quant Group and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US issuers, prior
to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or
price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign currencies, affectively assume currency
risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood the current derivatives risk disclosure document before
entering into any derivative transactions.

In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this material may be (i) copied, photocopied, or
duplicated in any form by any means or (i) redistributed without Quant Group’s prior written consent. No part of this document may be distributed in Canada or used by private
customers in the United Kingdom.




Thank you

adds up



