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Cement Sector Channel Check

Tussle between price hike and demand
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Our Channel Check with cement dealers across India suggests that average
cement price at an all India level has marginally increased on MoM basis in Feb-
2023. However, Cement prices in Central India increased by INR 15/bag but the
companies had to reverse the prices in few regions due to weakness in demand.
Cement price has risen across most of regions except west, where the prices
remain unchanged MoM basis.

Cost scenario: continues to decline with imported coal price down by 17.9%
MoM in Feb 2023 at ~$136/t. Freight cost index is up 1% MoM (USD/t) in Feb
2023 and diesel prices at ~*INR 95/litre in Feb 2023 which are flattish MoM basis.
In Q3FY23 the industry EBITDA/t was ~INR 784/t as compared to ~INR 575/t in
Q2FY23, we expect industry EBITDA/t in Q4FY23 to increase further by INR 150/t
on account of declining cost and price hikes.

In the last 1 month, Large and mid-cap cement stocks have fallen by -5% and -4%
respectively versus nifty which fell by -1% MoM. We expect some improvement
in stock performance in coming month on account of decreasing cost pressures,
price hikes and better demand scenario.

At CMP, we have accumulate rating for ACC and Ambuja, accumulate rating for
Orient cement and have positive outlook for Nuvoco Vista from a long term
perspective.

Cement prices: Our channel check suggests, average cement price at an all India
level has marginally risen MoM in Feb-2023 except in Western region where we
have seen flattish pricing trends MoM. Region wise, price increase is seen in
South, Central and East by 3%/4%/1% MoM respectively but price in west
remains flat MoM basis. However, as per dealer, in some parts of Central India
the prices were reversed back due to weakness in demand.

Cement demand: Cement production in India for the month of Dec 2022 has
increased by 9% YoY. Our dealer interaction suggests, supplies for cement has
been good but shortage of clinker expected ahead during March 2023, which
may hamper production of cement in coming months. Demand in trade
segment is still weak to flattish on MoM basis as the companies are trying to
take price hikes. The demand in non-trade segment is good and should pick up
further on account of pre-election season and March closing as many companies
need to give closure reports for ongoing projects.

Outlook: Overall, as per cement channel check, the demand is currently good
only if the prices are not tampered with. The companies have announced price
hikes by INR 5-15/bag across all regions apart from western region. The regions
where price hikes have been announced, the demand has taken a hit, so right
now the market seems to be not too prepared for price hikes. The demand
seems to be better in Non-Trade segment as compared to Trade segment and
weak demand for premium cement products.

We expect demand to pick up for non-trade in coming month too, as many
Government projects would need to get completions before March ending.

The tussle between price hikes and energy costs corrections may lead to some
favourable margin recovery, we expect 8-10% volume growth, 10% decline in
fuel cost and 1% price hike sequentially which might lead to expansion in
industry EBITDA/t by ~INR 150/t QoQ in Q4FY23 to cross INR 930/t.
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Exhibit 1: Financial & other matrix for cement companies

EBIDTA ROCE% EV/EBITDA x
FYZZ FYZZ FYZZ FY21 FY21

Orient 24220 23240 27250 3830 5510 5910 870 2140 2630 42 104 1238 11 19 23 14.6

Nuvoco 67930 74890 93180 13010 14600 14990 2490 -260 32

0 10 NA 0.9 8 4 14.6
- PAT ROCE% EV/EBITDAX
CY22 CYZZ CY22 CY21 CY21

ACC 137860 161520 174190 23550 29980 14560 14300 18630 6500 76 100 34 16 19 7 17

Ambuja 245160 28965 30983 50060 62100 38820 31070 37110 22610 12 14 9.7 18 22 11 13.6

Exhibit 2: Cement industry demand and supply matrix

Cement Demand and Supply matrix

515 529 550 575 615 650
Cement Capacity MT
Yearly Capacity addition MT 14 21 25 40 35
Cement Demand MT 330 323 342 380 415 443
All India Cement Utilization 66% 61% 62% 67% 67% 68%

Exhibit 3: Market Share of major cement players

Market Share FY20

Ultratech Cement 31%
Ambuja Cement 21%
ACC 12%
Ramco 4%
Shree Cement 11%
Dalmia Bharat 8%
Others 13%

Source: Company, Arihant Research

Arihant Capital Markets Ltd




Exhibit 4: The volumes for cement industry have gone up by 7% QoQ in Q3FY23
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Exhibit 5: Realisations on an average for the industry up in Q3FY23 vs Q2FY23
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Exhibit 6: Industry EBITDA/t up in Q3FY23 vs Q2FY23 and expected to increase
further in Q4FY23
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Exhibit 7: Power & Fuel costs cooling off, imported coal prices down by 17.9%
MoM at INR 136/t in Q3FY23
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Exhibit 8: Freight index increased by 1% MoM (USD/t) in Feb 2023
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Exhibit 9: Coal prices on downward trend, diesel prices are stable and freight
index increased by 1%, so the cost showing some relief which will lead to better
profitability.
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Disclaimer: This document has been prepared by Arihant Capital Markets Ltd. This document does not constitute an offer or
solicitation for the purchase and sale of any financial instrument by Arihant. This document has been prepared and issued on the
basis of publicly available information, internally developed data and other sources believed to be reliable. Whilst meticulous care
has been taken to ensure that the facts stated are accurate and opinions given are fair and reasonable, neither the analyst nor any
employee of our company is in any way is responsible for its contents and nor is its accuracy or completeness guaranteed. This
document is prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment
decision. The user assumes the entire risk of any use made of this information. Arihant may trade in investments, which are the
subject of this document or in related investments and may have acted upon or used the information contained in this document
or the research or the analysis on which it is based, before its publication. This is just a suggestion and Arihant will not be
responsible for any profit or loss arising out of the decision taken by the reader of this document. Affiliates of Arihant may have
issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. No
matter contained in this document may be reproduced or copied without the consent of the firm.
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