Analysis of

Q3-FY21 results

of Cement Manufactures

ement demand is closely linked to

the overall economic growth,

particularly of the housing and

infrastructure sector. Increasing
demand from affordable housingand construction
work for other government infrastructure
projects like roads, metros, airports, irrigation,
etc, are demand drivers which support cement
demand.

Outbreak of the Covid-19 pandemic in the
Indian  sub-continent which forced the
government to announce a nation-wide
lockdown, 25th March 2020 onwards had majorly
affected the cement industry as the nationwide
lockdown had come at the time when construction
activities were at its peak. Cumulatively domestic
cement production has fallen by 18.3% during
9M-FY21 compared with the 13.9% growth and
0.7% growth achieved during 9M-FY19 and IM-
FY20.

But amidst the pandemic cement consumption
has grown in the rural, semi-urban and retail
markets. Over the months, cement demand is
being driven by rural India due to better labour
availability which has commensurate in an
increase in construction of rural infrastructure
and low cost housing (Rural demand is usually
w.r.t. retail market largely which is the housing
and repair and modification market). Now as the
economy has unlocked, there has been a steady
pick up in housing and government infrastructure
projects which has resulted in reviving demand

across our markets even in urban India. Project
execution too has picked up pace once again
following the receding of the monsoon season.

In terms of financial performance, cement
manufacturers have been able to hold their grit as
playershave resorted tovarious cost rationalisation
measures in order to safeguard their bottom-line
considering the various impediments which were
in place in the start of FY21 has led to the fall in
the topline numbers. However, there has been
considerable recovery in the Q3-FY21 numbers
as the economy has been reflating. The quarter
under scrutiny (Q3-FY21) is also important to
the industry as it marks in the end of the monsoon
quarter which is usually not a favourable quarter
for cement manufacturers.

The cement industry is dependent on natural
resources and is highly energy intensive. Natural
resources like limestone, coal and minerals are
essential to produce cement. The industry needs
to ensure the continuous supply of these materials
at an optimum cost and quality. A significant
factor which aids the growth of this sector is the
ready availability of limestone and coal.

The financials of 22 cement manufactures
have been analysed here.

Due to various cost rationalisation measures
and overhead controls undertaken by cement
manufacturers, there has been an increase in the
operating profit margins (OPM), net profit
margins (NPM) and interest coverage ratio

during Q3-FY21 and 9M-FY21.
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Analysis

Financials of 22 Cement companies (Unit: % change)

Net Sales -1.7%
Total Expenditure -4.8%
Cost of Services & Raw Materials -9.3%
Electricity Power & Fuel Cost -19.5%
Selling & Distribution Expenses -7.4%
Operating Profit 14.0%
Profit after tax 15.4%

Q3-FY20
OPM (%) 18.5
NPM (%) 4.1
ICR (times) 4.3

Q3-FY21

y-o-y 9IM-FY21
14.0% 16.0% 3.1% 1.96 cm
5.0% 16.3% -2.1% -10.9%
11.1% 20.8% -6.8% -10.9%
11.0% 25.1% -9.5% -17.1%
16.9% 22.3% -4.3% -5.8%
59.5% 16.5% 30.9% 16.8%
200.5% 34.5% 80.7% 45.5%
Q2-FY21 Q3-FY21 9M-FY20 IM-FY21
25.8 25.9 21.2 26.2

6.5 7.8 4.8 6.4

9.8 11.4 6.5 10.1

The overall sales revenue has increased by 14%
during Q3-FY21 y-o-y but has declined sharply by
5.8% during 9M-FY21 y-o-y.

e There has been an uptick in Real Estate activities.
Tier II, Tier III towns which was languishing and
facing its own perils in the last few years, has started
showing signs of recovery, aided by the current low-
interest cost regime, various benefits being given by
the authorities to home buyers as well as to developers
has boosted the real estate sector.

o Rural demand has sustained considering the monsoons
have been favourable in most parts of the country.

o Pick up in housing and institutional infrastructure
projects has resulted in an increase in demand across
our markets during Q3-FY21.

Opverall expenditure has increased by 5% during
Q3-FY21 but due to supply chain management,
contract renegotiations, third party spends and fuel
efficiency overall expenditure has fallen by 10.9%
during 9M-FY21. This y-o-y decline has greatly
benefitted the industry largely given the sharp fall in
the topline numbers during the first half of current
financial year. Selling & distribution, cost of raw
materials and fuel/electricity cost accounted for 65%-
66% of the total expenses for cement manufacturers
during the current financial year.

o Electricity and fuel cost has increased by 11% after
months of subdued oil prices (IM-FY21 electricity
and fuel has declined by 17.1%). During Q3-FY21
petcoke prices have increased by 12.8% due to limited
availability and increase in demand from Latin
America and the Mediterrancan. Many cement

manufacturers infact are also switching from use of
petcoke to international coal which has high calorific
value and is cheaper than pet coke but coal prices too
have increased by 1.6% during the quarter due to the
production and logistic disruption, strong Chinese
winter demand amidst ban on Australian coal as well.

o Logistics costs which are the biggest cost for cement
industry has increased by 16.9% (selling and
distribution) despite the railways not charging the
busy season surcharge. Prices have increased due to
the increase in price of diesel during Q2-FY21 but on
the other hand during 9M-FY21 it fell by 5.8% on
account of renegotiation of contracts, Iogistic
efficiency as well as network optimization.

o Cost of raw materials has increased by 11.1% during
Q3-FY21 even though cost of limestone has declined
by 13.5% during quarter.

Going forward, outlook for cement industry seems
sanguine due to the government’s thrust towards
infrastructure creation and development and it being
the propeller of growth in the economy going forward.
Budgetary allocation made towards roads development,
housing and rural infrastructure is slated to lead to an

increase in demand for the months to come. EPCwore
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