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2QFY12 Results Update | Sector: Cement

2QFY12 operating performance was in line with our estimates. EBITDA was INR2.52b, buoyed by
higher IPL contribution at the EBITDA level. Key highlights:
 Volumes de-grew by 11% YoY (up 5% QoQ) to 2.43mt (against our estimate of 2.42mt), reflecting ~4% de-growth in

South India. Realizations were INR4,223/ton (against our estimate of INR4,152/ton) up by 1.8% QoQ (~45% YoY)

benefiting from production discipline in the southern market.
 EBITDA/ton was INR1,038/ton (against our estimate of INR998/ton and INR1,045/ton in 1QFY12) and EBITDA

margins were 23.1% (against our estimate of 23.3%, up 20bp QoQ, up 19.7pp YoY). Operating performance got a

boost from the highest ever EBITDA from IPL. IPL earned EBITDA of INR328m and shipping lost EBITDA of INR20m.
 Cost push was evident in RM and energy costs. Blended coal cost was higher by ~INR750/ton due to a strike at

Singareni Coal mines, resulting in higher dependence on imported coal.

 The management indicated that demand had not recovered, but production discipline had resulted in a stable pricing
environment. The management expects sustained stable pricing environment for FY12 and supply of coal from its

Indonesian mine to start in 4QFY12 and expects savings of USD10-15/ton.
 We maintain our estimates for FY12 at INR11.8 and FY13 at INR13.1. We are not yet factoring in any benefit from

the Indonesian coal mine and CPP units.

 The stock is valued at 5.4x FY13E EPS (ex-treasury stock), 4.2x FY13E EBITDA and USD57/ton (at 15.5mt
capacity). Maintain Buy with a target price of INR100 (~5x FY13E EV/EBITDA).
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…driving strong recovery in profitability

 Blended EBITDA/ton was INR1,038/ton (against our estimate of INR998/ton and
INR1,045/ton in 1QFY12) and EBITDA margins were 23.1% (against our estimate
of 23.3%; up 20bp QoQ, up 19.7pp YoY). Pure cement EBITDA was INR891/ton
(against our estimate of INR998/ton and INR987/ton in 1QFY12).

 Operating performance got a boost from the highest ever EBITDA from IPL of
INR328m and shipping lost EBITDA of INR20m.

 Cost push was evident in RM and energy costs. Blended coal cost was higher by
~INR750/ton due to a strike at Singareni Coal mines, resulting in higher dependence
on imported coal.

 Higher interest costs and tax restricted adjusted PAT to INR862m (down 18% QoQ).
 ICEM booked MTM loss of INR244m on USD80m ECBs and working capital loans,

restricting reported PAT to INR697m.

Production discipline leads to volume drop, stable prices…

 India Cements' (ICEM) revenue grew by 30% YoY (~3% QoQ) to INR10.9b (against
our estimate of INR10.5b).

 Volumes de-grew by 11% YoY (up 5% QoQ) to 2.43mt (against our estimate of 2.42mt),
impacted by demand de-growth in South India, especially its key market of Andhra
Pradesh.

 However, production discipline led to stable cement prices with improvement of ~1.8%
QoQ (~45% YoY) to INR4,223/ton (against our estimate of INR4,152/ton).

 Revenue from IPL was INR515m (v/s INR848m in 1QFY12 and our estimate of
INR150m), whereas shipping freight revenues were INR67m (against our estimate of
INR100m).

Trend in cement volumes and realizations
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Key operating indicators* (INR/Ton)

2QFY12 2QFY11 YoY (%) 1QFY12 QoQ (%)

Net realization 4,223 2,909 45.2 4,148 1.8

Expenditure

RM Cost 613 519 18.2 574 6.8

Employee Expenses 289 222 30.3 275 5.1

Power, Oil & Fuel 1,119 964 16.1 1,032 8.4

Selling Expenses 790 685 15.2 779 1.4

Other Expenses 638 602 6.0 863 -26.1

Total Exp 3,449 2,992 15.3 3,524 -2.1

EBITDA 1,038 105 884.8 1,045 -0.6

'* Expenditure and EBITDA inclusive of IPL & Shipping businesses Source: Company/MOSL

Supply from Indonesian coal mine to start from 4QFY12; Regulatory changes
to reduce benefit

 The ICEM management indicated that supplies from its recently acquired coal mine
would begin on completion of supporting infrastructure, which is in an advanced stage
of completion. It expects supplies to start by 4QFY12.

 ICEM acquired coal mining rights in Indonesia to meet its coal requirements. The
mine has reserves of 30mt of coal with 5,500Kcal/kg. Its investment in the mine is
~USD20m.

 In the first full year of operation, ICEM will mine ~0.1mt/month (its current requirement
is ~80k tons/month of imported coal, which would increase to ~0.1mt after its CPP
start operations).

 However, recent regulatory changes in Indonesia linking royalty on exported coal to
the Richard Bay Index will reduce savings on coal from the captive coal mine.

 Be4sides, ICEM acquired two ships last year, which will significantly reduce its exposure
to volatile energy prices and shipping freight.

 ICEM's ongoing addition of 100MW CPP (expected commissioning in 3QFY12 and
2QFY13) will increase its dependence on CPP from the current 15% to ~75%.

Demand outlook remains challenging

 The management indicated that demand had not recovered but production discipline
resulted in continuous price recovery. The management maintained its volume guidance
of ~10mt (excluding the Rajasthan plant).

 The management indicated that the demand outlook in South India was challenging
with its key markets of Andhra Pradesh and Karnataka showing no sign of improvement.
Cement volumes in South India de-grew by 4% in 2QFY12. The management is
hopeful of demand pick-up in January 2012.

 Muted demand coupled with excess capacities resulted in the utilization rate in South
India dropping to ~65%.

 However, the management is hopeful that the current arrangement on production
discipline will sustain for FY12 after cement manufacturers suffered cash losses.

 The management indicated that current realizations were higher by INR5/bag as the
rail freight hike was fully passed on to consumers.
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Valuation and view

 With demand in South India remaining muted, we believe the worst of the pricing
scenario is behind us. We expect prices to be volatile, driven by seasonality and changes
in the cartel. However, we do not expect prices to correct as much as they did in
1HFY11.

 The pace of capacity addition in South India is expected to slow as only 10-12mt of
new capacities are expected to start operations over the next 18 months (against 30mt
commissioning operations over the past 18 months).

 With very high operating leverage and relatively high gearing, ICEM would be one of
the biggest beneficiaries of improvement in cement prices in South India.

 We are neither assigning any savings from the Indonesian coal mine nor any value to
its IPL franchise 'Chennai Super Kings'.

 A breakdown in the cartel without improvement in demand would be the biggest concern.
 The stock is valued at 5.4x FY13E EPS (ex-treasury stock), 4.2x FY13E EBITDA

and USD57/ton (at 15.5mt capacity). Valuations are attractive considering bottom of
the cycle earnings. Maintain Buy with a target price to INR100 (~5x FY13E EV/
EBITDA).
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Company description

India Cements (ICEM) is among the top five players in
India and a leader in southern India, with seven plants spread
over Tamil Nadu and Andhra Pradesh and total capacity of
15.5mt. It owns Chennai Super Kings, a cricket team in
the Indian Premier League.

Key investment argument

 Regional leader with a strong presence in South India,
total capacity of 15.5mt and strong brand equity in its
key markets.

 Strategically located plants with proximity to markets
and to the port provide easy access to international
markets and imported coal.

 Brown-field capacity expansion will lower capex
requirement and the gestation period.

Key investment risks

 High gearing, despite repayment of loans after debt
restructuring results in high financial leverage.

 ICEM's ambition to venture into new markets (Himachal
Pradesh and Rajasthan) could pose a significant
business cycle risk and put pressure on its balance sheet.

Recent developments

 Nil

Valuation and view

 The stock is valued at 5.4x FY13E EPS (ex-treasury
stock), 4.2x FY13E EBITDA and USD57/ton (at 15.5mt
capacity).

 Maintain Buy with a target price to INR100 (~5x FY13E
EV/EBITDA).

Sector view

 Although the sector will continue to be plagued by over-
capacity at least until December 2011 we expect
volatility in cement prices and cement companies'
performances over the next 6-9 months.

 However, we believe we have already witnessed
bottom-of-the-cycle utilization and profitability and it
should gradually improve from hereon, given sustainable
demand drivers.

 Cement prices will face increased volatility over the
next 6-9 months.

Comparative valuations
India Shree UltraTech

Cements Cement Cement

P/E (x) FY12E 6.0 10.7 14.2

FY13E 5.4 9.6 11.3

P/BV (x) FY12E 0.5 3.2 2.5

FY13E 0.4 2.8 2.1

EV/Ton ($) FY12E 60 95 125

FY13E 57 89 98

EV/EBITDA (x) FY12E 4.8 6.3 7.8

FY13E 4.2 4.9 6.2

Shareholding pattern (%)
Sep-11 Jun-11 Sep-10

Promoter 25.8 25.4 25.2

Domestic Inst 16.7 17.7 15.1

Foreign 35.4 33.9 34.6

Others 22.2 23.1 25.2

India Cements: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY12 11.8 7.6 54.9

FY13 13.1 10.4 25.4

Target price and recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

71 100 40.8 Buy
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