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Shree Cement

Result
Update

Results in line with expectations

Shree cement’s (Shree) Q1FY2008 net profit at Rs1.17 bn is in line with our
estimates. Revenues for the quarter stood at Rs.4.25 bn registering a growth of
37.6%, driven by 25.4% growth in cement volumes and 9.7% growth in cement
realisations. The increase in volumes was on account of commissioning of its
new 1.5 MT unit IV at Ras, which contributed fully during Q1FY2008. The
operating profit growth of 32.6% yoy to Rs1823 mn was lower than topline growth
as Shree’s operating profit margin fell by 162 bps to 42.8%. The fall in OPMs was
on account of a 41.4% increase in power and fuel costs which increased as pet
coke prices have gone up significantly yoy. We are not changing our estimates
for Shree. The stock currently trades at 9.8X its FY2008 earnings and 11X its
FY2009 earnings. On EV/ton basis the stock trades at USD140 for FY2008E and
USD106 for FY2009E. We agree Shree is the best volume play in the industry but
what we are concerned about is the pricing discipline of players in the northern
region. North India is expected to add the highest amount of fresh capacities, with
its share of new capacities at a huge 32% as against its current share of 21%. At
this pace of capacity addition the pricing discipline among the northern cement
producers can be very erratic. Meanwhile we maintain our REDUCE rating on the
stock.

Result highlights

m Shree’s Q1FY2008 net profit of Rs.1.17 bn is in line with our estimates. Net profit has
increased by 29.4% on a yoy basis.

m The net revenues for the quarter stood at Rs4258 billion registering a growth of
37.6%, driven by 23.4% growth in cement volumes and 11.5% growth in cement
realisations. The increase in volumes was on account of 1.5 MT increase in capacity
Ras.

m Operating profits have shown an increase of 32.6% to Rs.1823 mn but the operating
profit margin has shown a fall of 162 bps to 42.8%. The fall in operating margin was
on account of a 41.4% increase in power and fuel expenses. As Shree is operating at
very high operating levels, additional power and fuel requirements not met through
captive power plants were bought from power grid at higher prices. Higher pet coke
prices also led to a rise in power costs. Going forward, the management expects this
trend to continue, which will affect the margins of the company.

m Significant cash flows helped the company in repaying its debt, which resulted in its
interest costs coming down by 27.1% to Rs.39.2 mn. Other income has increased by
a huge 318% to Rs.126.2 mn.

m Shree plans to raise its capacity by 9 MT by mid CY08, making it the largest cement
company in North. But over the next 12 months North will see significant capacity
additions of around 52%, which will keep pricing pressures on cement producers.

® We are not changing our estimates for Shree. The stock currently trades at 9.8X its
FY2008 earnings and 11X its FY2009 earnings. On EV/ton basis the stock trades at
USD140 for FY2008E and USD106 for FY2009E. We agree Shree is the best
volume play in the industry but what we are concerned about is the pricing discipline
of players in the northern region. North India is expected to add the highest amount
of fresh capacities, with its share of new capacities at a huge 32% as against its
current share of 21%. At this pace of capacity addition the pricing discipline among
the northern cement producers can be very erratic. Meanwhile we maintain our
REDUCE rating on the stock.
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Result Table

Rs million Q1FY08 Q1FYO7 Var(%)
Net Sales 4258.3 3093.8 37.6%
Total Expenditure 2435 1719 41.7%
Operating profit 1823.3 1374.8 32.6%
Other Income 126.2 30.2 317.9%
PBIDT 1949.5 1405 38.8%
Interest 39.2 53.8 -27.1%
PBDT 1910.3 1351.2 41.4%
Depreciation 357.9 262.9 36.1%
PBT 1552.4 1088.3 42.6%
Tax 383 184.5 107.6%
PAT before extra ordinary item 1169.4 903.8 29.4%
Extra-ordinary ltems 0 0

Reported PAT 1169.4 903.8 29.4%
EPS 33.6 25.9 29.4%
Margins

OPMs 42.8% 44.4%

EBIDTA 45.8% 45.4%

EBDT 44.9% 43.7%

PBT(%) 36.5% 35.2%

PAT 27.5% 29.2%

Tax rate 24.7% 17.0%

Per tonne analysis

Rs million Q1FYO08 Q1FYO7 Var(%)
Cement Sales 1.410 1.124 25.4%
Raw Material 367 315 16.4%
Stocks -53 49 -209.2%
Employee 109 101 7.6%
Power and fuel 584 420 39.1%
Freight 439 386 13.9%
Other exp 287 259 10.9%
Total Cost per tonne 1727 1529 12.9%
Realisation 3020 2752 9.7%
EBIDTA 1293 1223 5.7%
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