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Star Ferro & Cement (SFCL IN)

From a North-East major to an emerging East-India cement manufacturer...

INDIA | CEMENT | MANAGEMENT MEET UPDATE

Star Ferro & Cement (Star) is amongst the leading cement manufacturers in North-East
India. It commenced its commercial operations in 2005 and currently enjoys more than 20%
market share in North-East India. Star continues to remain a highly ambitious and
determined North-East cement manufacturer and as we understand, we may expect Star to
expand its footprints materially to more regions of the country. With an EBITDA of
Rs1,850/tonne and debt expected to be wiped off by end of FY17, given raw material
support Star has the potential of doubling its capacity and can be an exciting story. We
recently met up with the Management to understand the strategy and outlook at Star.

Brief: Star is the current flagship company of the group and a listed entity. This company
came into existence as a result of divestment of cement subsidiary stake by Century Ply in
early 2011. Star operates its cement business through its operating subsidiary (~70% stake)
“Cement Manufacturing Company Ltd. (CMCL)”. CMCL commenced cement operations in
2005 with an initial clinker and cement capacity at 0.40mtpa each. Since FY05 its cement
and clinker capacities have grown at a CAGR of +27% and 20% and currently stands at
3.40mtpa and 2.6mtpa, respectively. CMCL’s integrated capacity set up is based in
Lumshnong, Meghalaya (~1.4mtpa cement & 2.6mtpa clinker capacity) with support of split
grinding of 1.6mtpa at Guwahati, Assam. CMCL has also hired a grinding unit in West Bengal
with capacity of 0.40 mtpa. Currently, CMCL is amongst the leading cement manufacturer of
North-East India and its closest competitors are Dalmia Bharat & Meghalaya Cement.

Ambitious for growth; looking forward to increase its strategic presence: In current scenario,
Star seems to be the most ambitious players in North-East India. The company has recently
debuted in States of Bihar & West Bengal and is looking forward to expand its foot print to East
India with setup of a grinding unit of 1mtpa in West Bengal. We also understand from the
Management that the group may unfold further aggressive expansion plans into East India in
foreseeable future. Management sounds ambitious and seems confident of adding up material
capacities in East/North-East India. Its potential, in our opinion is to double from current levels.

Moving smart to capitalize on absence of any major competition in North-East: North-East
has an installed capacity of ~11mtpa of which only 8-8.5mtpa is operational. Of the operational
capacities — Star, Dalmia Bharat & Meghalaya Cement owns the major chunk (~7mtpa) and the
rest is scattered amongst the other smaller manufacturers. Star seems to be quick enough to
identify this advantage and is spending enormously on brand building activities in North-East /
East India. Annual brand promotion / advertising spends at Star Cement in FY15 were at +3%
of revenue at Rs462mn. To put this into perspective, cement majors absolute spends on
advertising ranges from Rs1-2bn and less than 1% of revenues. Given that Star operates a
much lower capacity than any comparables or industry majors — numbers clearly suggest Star
Cement is moving ahead on the curve to capitalize on brand building exercise.

EBITDA/tonne at Rs1,850/- much higher than industry: Star’'s EBITDA/tonne in FY15 was
reported at Rs1,850/tonne which is materially (124%) higher than the industry average.
Though one may argue that this is largely on account o subsidies in North-East region — even if
one removes for subsidies (“Rs800/tonne), EBITDA/tonne in FY15 was higher by +25% vis-a-vis
industry’s average. Highest EBITDA coupled with zero debt by end FY17 could be a key trigger
and comfort zone for Management to announce aggressive capex / growth plans.

Confident of delivering much higher volume growth vs. Industry: Star’s volume in last
reported quarter +30% YoY vs. negative volume growth for the industry. Star remains
confident of delivering much better volume growth vis-a-vis industry and its peers in North-
East / East India. Management has guided for +20% volume growth over coming years and
expect to ramp up its plants to full utilisations by end of FY17. Star’s volumes in FY15 were
at ~2.2mn tns. Current capacity of 3.4 will suffice Star for double digit volume growth till end
of FY17. New capex in West Bengal (18-24 months from now) will be the added support for
volume growth from FY17 and onwards. Also, as said earlier - one may expect further
aggressive capex announcements at Star.
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Some more takeaways from our meeting:

North-East growth to remain buoyant — Star remains unworried for volume growth:
Management remains extremely positive on continuation of robust cement
consumption in North-East India. Few growth triggers in North-East as highlighted by
Management in our meeting are:

e Thrust of Central Government to create road infrastructure in North-East: Star remains unconcerned about
Under the Special Accelerated Road Development Programme — North-East volume growth. Believes volume at Star
(SARDP-NE) - Rs340bn worth of road projects (~10,000kms of roads) is proposed will continue to outperform industry
across North-East India. Of this work on projects worth Rs120bn is already on and will grow at robust double digits.

(~4,000 kms) while rest will be awarded in the due course of time. In normal
circumstances — assuming all these roads are 2 lane roads, this has the potential
of consuming additional 10-12mn tns of cement. However, given the terrain of
North-East, the consumption parameters here are much higher than the ballpark
numbers. Building of civil infrastructure for arrest of land-slides in hilly areas
such as North-East consumes large quantities of cement. Hence one may easily
expect incremental +8-10mn tns (on the conservative side) of cement demand to
be consumed just from road projects in North-East over the next few years.
Moreover, as highlighted by the Management to us — Mr. Nitin Gadkari (Minister
of Road Transport and Highways of India) has recently promised another
Rs150bn spend on road projects in North-East.

e Spends on Railway Infrastructure in North-East: Government has mega plans to
spend +Rs400bn on railway infrastructure in North-East. These spends will be
done on gauge conversion (Rs99bn — 1,439kms of rail network), new railway
lines (Rs330bn for 1,157kms of rail network) and doubling the existing network
(Rs21bn — 1,400kms). Moreover, the defence ministry has announced spends of
Rs1,400bn on creating a 1,400 kms of railway network in State of Arunachal
Pradesh in and around the borders of Republic of China. Though this may take
almost a decade to be built, this will result in huge capital investment in North-
East India. Given the complex terrain of North-East, creation of such
infrastructure by railways is also likely to trigger cement demand in material
numbers (similar to road infrastructure).

e Development of hydro power projects in North-East: There is a pipeline to
develop 60,000MWs of hydro power plants in North-East (especially State of
Arunachal Pradesh). Every 1,000MW of hydro-power has the potential to
generate cement demand of ~1-1.2mn tns. Hence this itself will mean
incremental cement demand of 60-70mn tns in the longer term.

e Shift to concrete houses in North-East: ~75% of houses in North-East are
believed to be temporary houses with asbestos roofs. With changing lifestyles in
North-East, the population here is shifting to concrete houses and this is likely to
be the key and long term sustainable demand driver for North-East India.

Star sells its brand and not just cement: We found Star to be very focussed on Focus on creation of a brand recall at

branding. The management consistently reiterated its efforts and focus on creating a Star, to us, seems similar to strategies
brand recall for Star in North-East & East India. In our opinion, this is a rare of majors such as UltraTech Cement,
characteristic and in-line with strategy of majors such as UltraTech Cement, Ambuja Ambuja Cement, ACC Ltd. and Dalmia
Cement, ACC Ltd. & Dalmia Bharat. We have got a similar feedback from channel Bharat.

partners in East India about branding focus at Star and we have also personally
witnessed aggressive branding activities in Kolkata by Star. Star is also acting
differently by focussing itself on creating a brand recall through surrogate branding
(branding at outlets which are visited by end users such as pan shops, groceries etc).

Zero debt by end of FY17 gives Star a comfort zone to announce aggressive capex:
Star is currently at a debt of “Rs7bn and is likely to be a zero debt company by end of
FY17. They are due to receive subsidy benefits to the tune of Rs4bn from government
(Rs2bn of capital subsidy & Rs2bn of freight subsidies). The whole proceeds will be
utilised towards reducing debt. Besides this, Star also makes a quarterly repayment of
Rs450mn towards its debt. In this scenario, Star will be a zero debt company by end
of FY17. Given the robust EBITDA generation at Star (Rs1,850/tonne in FY15), Star will
have a very strong balance sheet support to announce aggressive and material capex.
Notably, subsidy benefits (in case of most subsidies) is still due for another 3-8 years.
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Financials — Cement Subsidiary

Rs In Mn 2010-11 2011-12 2012-13 2013-14 2014-15

Gross Sales 5,040 5,970 6,250 11,230 14,730 With an EBITDA of Rs1,850 and debt
Net sales 4,860 5,650 5,950 10,280 14,300 likely to be wiped off by end of FY17 —in
EBITDA 1,520 1,450 1,200 2,340 4,370  our opinion, in the current scenario Star
EBITDA margin (%) 31% 26% 20% 23% 31% has the potential of doubling its
Cash Profit 1,510 1,240 880 1,540 3,450  capacity with no material stress to its
EBIT 1,270 1,170 760 770 2,130 financials.

PBT 1,180 910 490 (40) 1,260

PAT 1,250 900 430 (40) 1,190

PAT margin (%) 26% 16% 7% 0% 8%

Net Fixed Asset 5,430 9,870 12,590 12,420 10,690

Total Capital Employed 9,320 13,920 18,810 19,270 19,350

Long Term Debt 2,750 5,990 8,270 7,940 6,910

Share Capital 420 420 420 420 420

Net Worth 5,140 6,040 8,590 8,430 9,210

ROE (%) 24% 15% 5% 0% 13%

RoCE (%) 14% 8% 4% 4% 11%

Debt- Equity Ratio 0.54 0.99 0.96 0.94 0.75

EPS 28.77 21.43 10.24 (1.00) 28.30

Financials — Star Ferro & Cement Ltd.

Rs In Mn 2012-13 2013-14 2014-15

Gross Sales 6,940 11,710 14,730

Net sales 6,600 11,730 14,300

EBITDA 1,200 2,570 4,360

EBITDA margin (%) 18% 22% 30%

Cash Profit 880 1,670 3,440

EBIT 700 960 2,120

PBT 410 80 1,250

PAT 250 60 830

PAT margin (%) 4% 1% 6%

Net Fixed Asset 12,940 12,720 10,690

Total Capital Employed 18,840 18,580 19,690

Long Term Debt 7,650 6,570 6,910

Share Capital 0.05 22 22

Net Worth 6,930 6,860 6,800

ROE (%) 4% 1% 12%

RoCE (%) 4% 5% 11%

Debt- Equity Ratio 1.10 0.96 1.02

EPS 498.40 0.28 3.76

Source: Company
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Disclosures and Disclaimers
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information contained herein nor any opinion expressed should be construed or deemed to be construed as solicitation or as offering advice for the purposes of the purchase or sale
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information provided to PCIPL by third parties. The source of such information will usually be disclosed in the report. Whilst PCIPL has taken all reasonable steps to ensure that this
information is correct, PCIPL does not offer any warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading
does so entirely at his or her own risk and PCIPL does not accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements
and past performance is not necessarily an indication to future performance.

This report does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. Investors must
undertake independent analysis with their own legal, tax and financial advisors and reach their own regarding the appropriateness of investing in any securities or investment
strategies discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. In no circumstances it be used or
considered as an offer to sell or a solicitation of any offer to buy or sell the Securities mentioned in it. The information contained in the research reports may have been taken from
trade and statistical services and other sources, which we believe are reliable. PhillipCapital (India) Pvt. Ltd. or any of its group/associate/affiliate companies do not guarantee that
such information is accurate or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice
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aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is available on request.
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personal views about all of the subject issuers and/or securities, that the analyst have no known conflict of interest and no part of the research analyst’s compensation was, is or will
be, directly or indirectly, related to the specific views or recommendations contained in this research report. The Research Analyst certifies that he /she or his / her family members
does not own the stock(s) covered in this research report.

Independence/Conflict: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment banking services
from, the subject issuers in the past twelve (12) months, and PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek compensation for investment banking
services from the subject issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the securities mentioned in this research report, although it or its
employees, directors, or affiliates may hold either long or short positions in such securities. PhillipCapital (India) Pvt. Ltd may not hold more than 1% of the shares of the
company(ies) covered in this report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or particular requirements of
any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors. Each investor must make its own determination as to
the appropriateness of any securities referred to in this research report based upon the legal, tax and accounting considerations applicable to such investor and its own investment
objectives or strategy, its financial situation and its investing experience. The value of any security may be positively or adversely affected by changes in foreign exchange or interest
rates, as well as by other financial, economic or political factors. Past performance is not necessarily indicative of future performance or results.

Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be reliable, but neither
PCIPL nor the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not be relied upon as such. Opinions expressed
herein are current opinions as of the date appearing on this material and are subject to change without notice. Furthermore, PCIPL is under no obligation to update or keep the
information current.

Copyright: The copyright in this research report belongs exclusively to PCIPL. All rights are reserved. Any unauthorized use or disclosure is prohibited. No reprinting or reproduction,
in whole or in part, is permitted without the PCIPL’s prior consent, except that a recipient may reprint it for internal circulation only and only if it is reprinted in its entirety.

Caution: Risk of loss in trading in can be substantial. You should carefully consider whether trading is appropriate for you in light of your experience, objectives, financial resources
and other relevant circumstances.

For U.S. persons only: This research report is a product of PhillipCapital (India) Pvt Ltd. which is the employer of the research analyst(s) who has prepared the research report. The
research analyst(s) preparing the research report is/are resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore
the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise
comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and trading securities held by a research analyst
account.

This report is intended for distribution by PhillipCapital (India) Pvt Ltd. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act,
1934 (the Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major
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transmitted onward to any U.S. person, which is not the Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major
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