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Sector Overview

The turbulence in the Indian Cement sector continues to persist for longer than expected. As the industry is facing excess supply and low pricing power, re-

covery in cement realisations still eludes the industry even in Dec Quarter. While it was expected that cement prices may recover at the end of the festive
season (Dussehra and Diwali), this however did not turn out to be the actual case as there was no material improvement in prices for the whole 9 months of
FY19. Moreover, during Q3FY19 prices of both petcoke and diesel cost (accounting 40% of freight cost) have come down—a possible reason why there was

reluctance to hike cement prices.

With more and more new capacities coming up, we believe the industry has gone into a Oligopoly market where the competition is becoming more stiff—in
gaining higher market share. In order to channel out higher supplies and also to defend market share from hostile takeover, cement companies are compro-
mising on the prices and hence taking a hit on the margins.

The Industry is going to put up 60-65MT additional capacities across country by FY21. Here’s how the region wise capacity share would look like.

Cement Capacity(MT) FY18
| South | East | Central | West | North | South | East | Central | West | North |
Ultratech 20.5 13.7 27.7 27.7 23.9 20.5 13.7 27.7 27.7 23.9
ACC 10.4 8.7 4.3 4.0 6.0 10.4 9.8 9.1 4.0 6.0
Ambuja - 5.9 1.4 10.4 12.0 - 5.9 1.4 10.4 13.8
Dalmia Bharat 12.1 9.3 - 3.0 - 15.1 18.2 - 3.0 -
Shree Cement 8.6 - - 26.3 3.0 14.1 - 2.0 26.3
Birla Corp - 7.3 3.8 0.6 4.0 - 7.3 5.0 4.5 4.0
Ramco 15.7 0.9 - - - 19.8 3.0 - - -
J.K lakshmi - 33 - 2.3 7.6 - 33 - 2.3 7.6
J.K Cement 3.0 - - - 7.5 3.0 - - - 7.5
Rest 59.0 17.3 9.9 13.8 11.0 65.8 25.2 15.6 14.8 11.0
Total 120.7 75.0 47.1 61.8 98.2 137.6 100.5 58.8 68.7 100.0

Source: Company Data, SMIFS Research
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Capacity Share (%) FY18 FY21E

. P2
______Name | South | East | Central | West | North | South | East | Central | West | North |

Ultratech 17% 18% 42% 43% 24% 15% 14% 38% 40% 24%
ACC 5% 12% 11% 6% 6% 8% 10% 8% 6% 6%
Ambuja - 8% 5% 17% 12% - 6% 3% 15% 14%
Dalmia Bharat 10% 12% - 5% - 11% 18% - 4% -
Shree Cement - 11% - - 27% 2% 14% - 3% 26%
Birla Corp - 10% 8% 1% 4% - 7% 9% 7% 4%
Ramco 13% 1% - - - 12% 3% - - -
J.K lakshmi - 4% - 4% 8% - 3% - 3% 8%
J.K Cement 2% - - - 8% 2% - - - 7%
Rest 53% 23% 34% 24% 11% 49% 25% 42% 22% 11%

Source: G Data, SMIFS R h . o .
ource: Compary Data eseare o We expect capacity addition of 60-65MT by FY21 by almost all the cement majors.

By FY21 we expect total Cement capacity to reach 520MT.

e Among the regions, East would witness the highest addition, an increase in
capacity to the extent 25MT; followed by South where capacity close to 17MT

M could be added.

Installed Cement capacity ¢ However most of the addition is coming in the grinding capacity. Clinker capacity

Intalled Clinker capacity el -l el addition is limited to the extent 20-25MT.

Cement production 280 297 392

Clinker production 212 220 280 e As on FY18 current clinker capacity in India is around 320MT. By FY21 clinker
Cement Utilisation (%) 64% 65% 75% capacity would increase to 345-350MT.

Clinker Utilisation (%) 68% 69% 80% e Assuming Cement to clinker ratio of 1.4 and clinker utilisation of 80% we can say
CCratio 1.3 1.35 1.4 that max increase in cement supply would be in the range of 390-400MT. This

Source: CMA. IBEE. SMIFS Research would mean overall cement utilisation of 75%.
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Into the streets

We recently conducted our monthly channel checks on cement prices in the Eastern market. Here’s what the picture looks like on the ground level market.

In Q3FY19 the cement price fell by INR5-7 per bag or 2% over
Cement Prices in the East Sept’18 prices.

360

e Current Dec exit prices have come down to INR316 per per
bag.

350

340 ﬁ/\ e Comparing YoY basis Q3FY19 cement prices were down by
/'/ \ INR15 per bag or 4.4% over Q3FY18.

330 \ / \

e The scenario is pretty same even during the 9 month period

320 - ) FY19, price in this period fell by INR34 per bag or around 10%
316 over March’18 prices. Whereas last year in the same period

310
the prices were slightly down by INR2 per bag.

300
¢ While volume demand in the trade segment has improved in

290 - - - - - - - - - - - East over the last year, competition on prices even among the

Mar-16 Jun-16 Sep-16 Dec-16 Mar-17 Jun-17 Sep-17 Dec-17 Mar-18 Jun-18 Sep-18 Dec-18 dealers have increased

*wholesale prices including GST o  Current Freight cost typical for cement transportation is at
Source: SMIFS Research INR14-16 per ton-km. This rate has increased over the last 3-4
months on the back of higher insurance cost and fuel cost.

e Along with infrastructure build up, dealers are witnessing a
healthy growth from the individual house building (IHB) seg-

ment.
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Peer Comparison

oo Mcap | EPS |  EV/EBIDA() | EV/ton($)
i (INR Cr)

Star Cement 4285 196 19.7 22.5 23.7 22.8 17.3 16.6
Shree Cement 17077 59492 397.3 330.7 540.9 24.0 22.4 17.4 240 214 187 10.4 13.1 17.6 16.5 11.8 16.5
ACC* 1478 27763 35.0 49.2 49.9 15.8 15.1 11.3 125 116 112 14.0 14.2 18.4 9.9 9.7 12.8
Ambuja* 220 43803 6.3 6.3 8.1 13.7 13.4 10.6 134 136 134 11.3 12.4 16.4 8.6 8.4 10.8
Ultratech 3989 109574 89.6 106.5 160.5 20.2 17.2 12.6 221 208 196 10 11.5 154 9.5 10.3 13.5
Heidelberg 150 3420 5.9 9.0 10.6 11.8 8.8 7.6 122 121 113 14.8 21.1 24.2 12.8 17.5 18.1
India Cement 93 2887 3.3 3.8 7 8.6 8.1 7.2 64 63 62 5.1 54 6.2 1.9 2.2 4.0
JK Cement 718 5025 48.9 50.2 60.3 8.7 9.2 8.4 79 78 80 14.6 12.6 13.3 16.7 14.5 15.3
JK Lakhsmi 283 3337 7.1 8.3 15.2 11.3 10.4 7.9 62 57 56 8.8 9.4 12.8 5.8 6.3 10.5
Ramco Cement** 619 14597 26.52 334 38.5 14.1 13.6 11.1 131 121 98 15.2 14.2 16.0 13.7 13.9 15.6
Source: Bloomberg, SMIFS Research * CYending
** SMIFS Coverage

For now, government spending on infrastructure and allied projects is aiding growth in demand for cement. But that has not been sufficient to support
prices as these comes under the low margin Non-trade segment where prices are INR40-50 per bag lower than retail trade prices. We believe the industry
would continue to lack pricing power considering the dismal demand from the Real Estate sector which contributes 50-55% of the overall cement demand.

To somewhat sweeten the situation, petcoke prices has come down from peak levels of USD120-130 per ton to now USD95 per ton. According to S&P
Global Platts, petcoke prices in India is expected to further come down to USD90 per ton levels. Since all the companies have around 2 month inventory we
could see this benefit coming in Q4FY19 to Q1FY20. Moreover, diesel prices have also moderated which could further ease off some pressure in the
margins.

To conclude, unless accompanied by adequate demand improvement from the Trade segment, realisations would continue to be weak and hence
profitability likely to remain under pressure.

We prefer ACC Ltd, Ambuja Cements Ltd, Heidelberg Cement India Ltd where return ratios are high and strong financials with to withstand any
unfavorable situations in the variables.
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Appendix -1

Month Ultratech Ambuja ACC Dalmia| Birla Corp. Birla Gold Average| M-oM Change
Apr-17 330 340 360 355 340 330 343 0%
May-17 335 345 360 360 345 335 347 1%
Jun-17 330 340 360 355 340 335 343 -1%
Jul-17 320 330 350 345 330 325 333 -3%
Aug-17 315 325 340 340 325 320 328 -2%
Sep-17 315 325 340 340 325 320 328 0%
Oct-17 315 325 340 340 325 320 328 0%
Nov-17 325 335 345 350 335 325 336 3%
Dec-17 325 345 345 360 345 325 341 1%
Jan-18 330 350 345 365 350 330 345 1%
Feb-18 330 350 345 365 350 330 345 0%
Mar-18 335 355 350 370 355 335 350 1%
Apr-18 335 355 350 370 355 335 350 0%
May-18 330 355 345 360 350 330 345 -1%
Jun-18 325 350 340 355 345 335 342 -1%
Jul-18 320 345 335 350 340 325 336 -2%
Aug-18 310 335 325 340 330 320 327 -3%
Sep-18 310 330 320 335 325 315 323 -1%
Oct-18 310 330 320 335 325 315 323 0%
Nov-18 310 330 320 335 325 315 323 0%
Dec-18 305 315 320 320 320 315 316 -2%
Source: SMIFS Research *wholesale prices including GST
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Any document, including this report, which is prepared by the research team of Stewart & Mackertich Wealth Management Ltd. (SMIFS) is circulated for the purpose of information only to the intended
recipient and should not be replicated or quoted or circulated to any person/corporate or legal entities in any form. This document/ documents/ reports/ opinion should not be interpreted as an Investment/
taxation/ legal advice. While the information contained in the report has been procured in good faith, from sources considered/ believed to be reliable, all/ part of the statement/ statements/ opinion/
opinions/ view/ views in the report may not be considered to be complete or accurate. Therefore, it should only be relied upon at the recipients own risk.

Research Analysts/ Economists/ Advisors/ Investment Strategists or any other spokes persons of the company (SMIFS) are often sought after for expressing their views on print/ electronic/ web media. The
views expressed are purely based on their assumption/ understanding on fundamental approach/ technical and historic facts on the subject. The views expressed should not be construed as an offer to
buy/ sell or hold equity/ commodity/ currencies or their derivatives. The views/ opinions expressed is for information purpose only, and may change due to underlying factors, related or unrelated or
other market conditions and may or may not be updated.

Stewart & Mackertich Wealth Management Ltd, its subsidiaries, or any of its directors, employees, agents, and representatives shall not be liable for any damages whether direct or indirect, incidental, special
or consequential including lost revenue or lost profits that may arise from or in connection with the use of the information/ research reports/ opinions expressed.

Disclosure: Clients/ associates of SMIFS Group may be holding positions in equities or their derivatives on which the research report is made or opinion is formed or views are expressed in print or
electronic media. We ensure all compliance is adhered to with this report/ reports/ opinion or views expressed.

Analyst ownership of the stock — NIL
Analyst’s dependent relatives’ ownership in the stock — NIL

Analyst Certification: The matter related to the report has been taken from sources believed reliable and the views expressed about the subject or issues in this report accurately reflect the personal views
of the analyst/ analysts. Stewart & Mackertich Wealth Management Ltd. does not compensate partly or in full, directly or indirectly, related to specific recommendations or views expressed by the research
analysts/ market strategists/ Portfolio Managers.

REGISTRATION as required under SEBI (Research Analyst) Regulation 2014 has been granted by Securities & Exchange Board of India (SEBI), registration number being INH300001474.

Stewart & Mackertich Wealth Management Ltd.
Vaibhav, 4 Lee Road, Kolkata 700020, West Bengal, India.
Tel.: +91 33 6634 5408 /, Fax: 91 33 22893401

Website: www.smifs.com

For queries related to compliance of the report, please contact:
- Sudipto Datta, Compliance Officer

Contact No.: +91 33 66345414 / 4011 5414

Email Id.: compliance@smifs.com / sudipta@smifs.com
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