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KTK IFRS financial statements for the Q1 2012 conference-call transcript

Conference Title: KTK IFRS financial statements for the Q1 2012
Date: Wednesday May 23, 2012 – 14h00 BST
Presenters: Eduard Alexeenko (First Deputy CEO), Vasily Rumyantsev (Investor Relations Manager)
Q&A: Anton Rumyantsev (Troika Dialog); Oleg Petropavlovskiy (BCS)
Operator: Good day and welcome to the First Quarter 2012 Unaudited Consolidated Financial Results Conference Call of KTK.  Today’s conference is being recorded.  At this time I would like to turn the conference over to Mr. Anton Rumyantsev.  Please go ahead.

Anton Rumyantsev: Hello ladies and gentlemen.  On behalf of Troika Dialog I would like to welcome all the participants and thank KTK management for participating in today’s conference call.  KTK is represented by Eduard Alekseenko, Deputy CEO; and Vasily Rumyantsev who is Investor Relations Manager.  Now I would like to pass the floor to Vasily.  Vasily, please proceed.

Vasily Rumyantsev: Hello ladies and gentlemen and thank you for connecting to KTK’s presentation of the consolidated financial statement for the first quarter 2012.  My name is Vasily Rumyantsev and I am Investor Relations Manager in KTK.  I will make a quick review of operating performance and after that our First Deputy CEO of KTK Eduard Alekseenko will comment on Q1 2012 Financial Results and provide us with guidance for Q2.  After that we plan to have a Q&A session to answer your questions.


So let’s start.  Operational highlights.  During the first quarter 2012 the company produced 2.18 million tonnes of coal representing a 19% increase year on year.  Production was down 15% quarter on quarter as a result of lower sales volumes.  The volume of coal sales in the first quarter 2012 decreased by 15% to 2.81 million tonnes because of the decrease of shipments to Eastern Europe.  Within the reduced sales volumes, the share of export sales rose slightly from 53% to 57%.  In the first quarter 2012 the average price of coal increased by 5% quarter on quarter up to USD 45.02 per tonne, net of VAT and railroad tariffs.  The average domestic price increased by 3% to USD 41.06 per tonne.  The average export price continued its growth and reached USD 47.96 per tonne exceeding Q4 2011’s price by 5%.  The average export price in the Asia Pacific region reached USD 49.02 per tonne showing an increase of 18% compared to the fourth quarter of 2011 and an increase of 33% compared with the first quarter 2011.  The average selling price in the European market amounted to USD 47.32 per tonne.  The strength in prices in the first quarter 2012 has not carried forward into the second quarter due to the lower demand in the face of the ongoing macroeconomic turmoil.  Eduard.

Eduard Alekseenko: Hello ladies and gentlemen.  Revenue for the first quarter 2012 increased by 23% year on year but was 12% lower quarter on quarter at USD 222 million due to a combination of seasonal slowdown coupled with reduced demand in export markets.  Average sell-off price in the first quarter 2012 was 13% higher year on year and 5% higher quarter on quarter.  EBITDA grew by 18% year on year to USD 37 million, however the first quarter 2012 the EBITDA was 18% lower on a quarter on quarter basis as lower volumes were not offset by a higher average sales price during the quarter.  Net profit in the first quarter 2012 at USD 30 million increased by 51% year on year and increased by 15 quarter on quarter largely due to a positive impact from ruble exchange rate movements.


At March 31 2012 net debt amounted to USD 125 million.  It increased by 38% quarter on quarter and by 129% year on year.  At the reporting date when the net debt to EBITDA ratio was 0.9, the company’s debt increased as part of an investment programme for 2012, in particular the construction of the Kaskad 2 in the regional plant which is due to come on-stream towards the end of 2012.  The plan will allow the company to process 4 million tonnes of coal leading to a significant increase in the percentage of in-reach export quality coal and a reduction of low value at run-off mine coal sales.  In the first quarter 2012 the company’s total ruble operation cash cost decreased by 6% compared to the fourth quarter 2011 due to low production volumes.  Production cash costs per tonne of coal amounted to USD 26.  These figures increased by 11% quarter on quarter and 23% year on year as the reduction in the ruble operating cost was smaller than the 15% fall in production volumes quarter on quarter leading to an increase in pure unit cost compared to fourth quarter 2007.


The outlook for Q2 2012.  Due to the seasonality of coal consumption and the unfavourable price situation in the export market, the company has reduced production scheduled for Q2 2012 by 2% from 1.92 million tonnes to 1.88 million tonnes of coal of which 1.68 million tonnes will be a run-off mine and 0.2 million tonnes will be produced at the regional plant Kaskad.  We believe that volume demand and possible price will be concentrated in most export markets for the remainder of 2012 due to the ongoing economic turmoil and corresponding GDP construction in the Euro area.  Based on the price situation on the export markets, the management of KTK expect revenue, EBITDA and net profit saving performance in 2012 and the level of 2011 with a possible slight increase if a favourable situation on export markets develops in the second half of 2012.  Vasily?

Vasily Rumyantsev: Thanks for your attention and now we are going to start the Q&A session.

Operator: Thank you.  Ladies and gentlemen, if you would like to ask a question at this time please press the star or asterisk key followed by the digit 1 on your telephone.  Please ensure the mute function on your telephone is switched off to allow your signal to reach our equipment.  If you find that your question has already been answered you may remove yourself from the queue by pressing *2.  Again please press *1 to ask a question.  We will pause for just a moment to allow everyone to signal.


We have our first question.  It comes from Oleg Petropavlovskiy from BCS.  Please go ahead sir.

Oleg Petropavlovskiy: Good evening Eduard and Vasily, thank you for your presentation.  Congratulations on your great result.  I have one question regarding the recent news on railway tariffs which may be hiked by 11% in 2013 and by 11% in the next two years.  What do you think about it and what will be the influence on KTK’s financial performance if these tariffs will be hiked by 11% over the next three years?
Vasily Rumyantsev: Thank you for your question.  

Eduard Alekseenko: These plans are still not approved by FST and our internal forecast was from 8‑10%. Of course it’s increase will not to be positive to our financial performance.
Oleg Petropavlovskiy: Thank you very much.
Eduard Alekseenko: Of course with today’s situation with export pricing these increases won’t allow to export coal.  Today’s price at CFR is USD 85 per tonne.  We think that today’s situation with prices is a part of the big game of China.  They usually reduce their demand in the first and the second quarter and then the demand will recover in the second half of the year.

Operator: Our next question comes from Anton Rumyantsev.  Please go ahead.
Anton Rumyantsev: Hi again gentlemen, thank you for the presentation.  Just some questions from my side if I may. The first one is in the press release you have stated that you will cut your sales plans for 2012 because of a weak market and so the plans are cut for 2% for the second quarter but there is no information about your plans for the second half of the year.  Could you please share your view with us actually what potential sales plan cuts we can weight from the second half of the year and how it can affect your production plans which are currently standing at 9.3 million tonnes?  Please answer this question and after it I will ask another one.  Thanks.
Vasily Rumyantsev: Thank you Anton, just a moment.
Eduard Alekseenko: This decrease happens every year and we don’t plan to reduce our production in this situation.
Anton Rumyantsev: Ok, thank you.  The second question is on page 15 of your presentation I noted that you have started again to disclose your average transportation costs for European direction and for the Asian Pacific direction and I saw that the average price for transporting coal to Poland was around USD 51 per tonne and if we compare it to the price which was actually disclosed for nine months 2011 it was around USD 52 per tonne, so actually it was not a growth but a decrease in transportation cost.  As for South Eastern direction there was an increase from USD 42 to USD 45 per tonne if we compare nine months 2011 when it was disclosed to the current disclosure.  So could you please tell us what is the reason of such a difference in the direction of transportation costs and is there any potential for a further decrease of transportation costs to Poland if there are some factors which actually give you such benefit?  Thanks.
Eduard Alekseenko: Speaking about the Eastern direction of sales, this is because of the change in structure of supplies and we disclosed the price of transporting coal to Poland from 1,500 rubles to 1,700 rubles and that is in line with our previous disclosures.  Speaking about the Asian direction, we disclosed 1,400 rubles as a tariff and that is in line with our previous materials.  The other thing that can affect the changes in tariffs is the exchange rate from rubles to dollars as well.
Anton Rumyantsev: Ok, understood.  Thank you.

Operator: Ladies and gentlemen, as a reminder to ask a question please press *1 on your telephone keypad.  We will pause for just a moment to allow everyone to signal.  We have no more questions.
Vasily Rumyantsev: Ok.  If there’s no more questions thanks everyone for joining our conference call.  All the materials will be published on our website such as a record of this conference call and a transcript.  Thank you.
Operator: Ladies and gentlemen, that will conclude today’s conference call.  Thank you for your participation, you may now disconnect.
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