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Tokyo Cement Weathers Economic Stagnation with Prudent Cost Management
Financial Review
Tokyo Cement Group (Tokyo Cement) reported its financial performance for the 3rd quarter that ended on 31st December 2022, with a turnover of Rs. 12,079 million reflecting a year-on-year decline of 12%.
The Group recorded a profit of Rs. 559 million for Q3 FY2022/23, compared to a profit of Rs. 1,649 million in the corresponding period in 2021. 
Group turnover for the 9 months ending on the 31st of December 2022 was Rs. 42,396 million reflecting a year-on-year growth of 17%. The Group recorded a Rs. 4,269 million Profit After Tax (PAT) for the 9 months of the Financial Year thus far. This PAT is arrived upon after provisioning for income tax and deferred tax as per the newly enacted Inland Revenue (Amendment) Act, No. 45 of 2022.
Finance expenses surged from Rs. 427 million to Rs. 4,844 million year-on-year, attributed to considerable exchange losses and increased borrowing costs. An average interest rate of 30% was incurred across short-term borrowings to finance the raw material imports on Letters of Credit. The Group anticipates the newly announced 30% corporate income tax for manufacturing companies which came into effect on 1st October 2022 to further impact its financial performance for the year.
Exchange loss for the Financial Year thus far stands at Rs. 3,789 million. The Group was negatively impacted by a total exchange loss of Rs. 8,848 million accumulated over the course of the calendar year. Aggressive cost management policies and efficiency improvements deployed by the Company to control operational, marketing, and overhead costs helped soften the blow of this exchange loss to some extent.
Due to limited availability of foreign exchange to import raw materials and the stagnation of the construction industry, the plants were running at reduced capacity utilization levels thus contributing to a reduction in operational costs. Consequently, cement imports reduced by 48% between 2021 to 2022, whilst local cement production reduced by 29%, and overall cement consumption reduced by 36%.
The Environment
The demand for all construction materials including cement continued to decline over consecutive quarters of the year, as a result of overall shrinkage across all forms of consumption. With the cost of capital steadily rising most construction projects halted ongoing work whilst others postponed the commencement of new projects indefinitely. This event endangers the livelihoods of approx. 650,000 direct and 600,000 indirect jobs related to the construction industry. The primary concern of the sector was the approx. Rs.350 billion[footnoteRef:1] worth of payments outstanding from the government, which culminated in many construction companies getting blacklisted by banks for nonpayment and in some instances in foreclosure of machinery, plant and property. [1:  https://www.dailymirror.lk/breaking_news/Government-to-settle-Rs-175bn-construction-industry-outstanding-payments-from-capital-allocations/108-253307] 

Foreign exchange liquidity in the domestic banking system recorded some improvements during the quarter with a slow yet steady inflow of export proceeds and workers’ remittances. The influx of foreign exchange from tourism and hospitality sectors started to show promise with the onset of the season and is set to improve further during the upcoming months.
Tight fiscal controls deployed by the Central Bank of Sri Lanka (CBSL) with strict import regulations helped improve the country’s foreign reserves resulting in the Rupee to the US Dollar rate stabilizing at around Rs. 371-372 mark. This contributed to the reduction of the price of essential goods including fuel and LP Gas.
The Monetary Board of the CBSL decided to maintain the Standing Deposit Facility Rate (14.50%) and the Standing Lending Facility Rate (15.50%) at their current levels. Consequently, the headline inflation, as measured by Colombo Consumer Price Index (CCPI) on a y-o-y basis decreased to 57.2% in December from 69.8% in September 2022.
The cement industry absorbed the 3% increase of Value Added Tax (15% overall) from the 1st of September, and the 2.5% Social Security Contribution Levy from the 1st of October 2022, instead of transferring them on to the consumer. Furthermore, local cement manufacturers reduced the price of a 50kg bag of cement on three occasions during the quarter in relation to the gradual decline of costs. As such, the price of a 50kg bag of cement was reduced from Rs. 3,100 in October to Rs. 2,950 in November, and finally to Rs. 2,750 in December, reflecting the marginal decrease in global freight charges and production costs.
Outlook
With the expected financial bailout package from the International Monetary Fund (IMF) getting pushed further to mid-2023 the pressures on daily life reached new heights. Indicative of the financial situation of the country, Fitch downgraded Sri Lanka's long-term local-currency debt rating from "CCC" to "CC", citing probable local-currency debt default as a result of high interest costs and tight domestic financing conditions.
The Department of Census and Statistics has recorded the overall rate of inflation as decreasing over the course of the 3rd quarter; however, this sentiment was not reflected in the real market prices of goods and services.
The Government continued implementing key policy reforms advocated by the IMF with the objective of restructuring state income and expenditure. As part of this restructuring, significant income tax increases were implemented, whilst utility tariff hikes are also being proposed for the new year.
A Gazette notification was issued by the Election Commission of Sri Lanka during the last week of December in preparation of conducting Local Government Elections during the first quarter of 2023, with a more recent announcement declaring the date as 9th March 2023.
However, cement demand is not expected to change the present downward movement in the short to medium term, considering the rapidly shrinking economic environment. As the largest and most diversified local cement and concrete manufacturer, Tokyo Cement will strive to safeguard the positive financial momentum by applying strict cost containment measures, whilst continuing to fulfil its stakeholder commitments through its vast value creation process.
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