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Star Cement the new entity… 

Star Ferro & Cement (SFCL) have announced the reverse merger of Star 

Ferro & Cement with Star Cement (SCL) on August 1, 2016. Under this 

scheme, Star Ferro & Cement shareholders have received 1.33 shares of 

Star Cement for every share held. Consequently, Star Ferro & Cement 

now stands dissolved and Star Cement is the new entity. The merger will 

help the promoter gain listing benefits as previously the promoter shares 

were privately held. Hence, this represents the true holding of promoters 

i.e. 74.9% from 64.4%. Further, the reverse merger of Star Ferro & 

Cement with Star Cement will lead to 90.0% dilution in equity (i.e. from 

22.2 crore shares to 41.9 crore shares) leading to a significant increase in 

market capitalisation. Although the NER region offers a good growth 

opportunity we believe the current valuation of $238/t factors in most of 

the positives. 

Improving market share, increased government spend to drive growth… 

SCL is the largest cement player in the north-east region (NER) with over 

27% market share. Demand growth in this region has consistently 

remained higher than growth at the pan-India level. With the 

government’s thrust on infrastructure development, demand growth in 

NER is expected to grow at 10% CAGR in the next few years. This 

coupled with improving market share in NER region and expansion in 

eastern region is expected to drive revenue at 19.8% CAGR in FY17-19E. 

…but policy uncertainty key concern 

EBITDA margins have declined from 30.4% in FY15 to 23.7% in FY17 

mainly due to an increase in coal cost, higher freight and RM cost. Over 

the next two years, we expect cost pressures to continue to make it 

difficult for the company to regain 30% in operating margins. Further, the 

various benefits (like capital investment subsidy, interest subsidy on 

working capital and transport subsidy) that the company enjoys under the 

NE industrial policy (NEIIPP 2007) will expire in 2018. Consequently, we 

expect EBITDA margins to further fall to 21.1% in FY19E. 

Receipt of subsidy key trigger 

The company is entitled to receive ~| 700 crore of subsidy from the 

government. However, the receipt of subsidy has been delayed resulting 

in increased debt. The company received | 86 crore subsidy till May 2017. 

It expects to receive ~| 250 crore by FY18E and rest by FY19E. We 

believe the receipt of subsidy could help make the company debt free 

(FY17 debt was at | 657.6 crore) and act as a key trigger for the company. 

Discontinuance of transport subsidy, equity dilution a key concern 

SCL’s utilisation has improved from 44.1% in FY13 to over 71% in FY17 

led by robust demand in the North-East region (NER). Cement demand in 

NER is expected to grow at a CAGR of 10% over the next two or three 

years led by a pick-up in infrastructure activity. Higher cement demand 

coupled with limited capacity addition in the NER is expected to 

significantly benefit SFCL (a dominant player in the North East). However, 

discontinuance of transport subsidy beyond FY18E and margin pressure 

remain key concerns. Further, the reverse merger of Star Ferro & Cement 

with Star Cement will lead to 90% dilution in equity (i.e. from 22.2 crore 

shares to 41.9 crore shares) leading to a significant increase in market 

capitalisation. Based on an EV/tonne of $230/t, we have arrived at a target 

price of | 115 per share (i.e. FY19E EV/EBITDA of 10x). We have a HOLD 

recommendation on the stock. 

Star Cement (STACEM)                       | 124 
Rating Matrix 

Rating : Hold

Target :  | 115

Target Period : 12-15 Months

Potential Upside : -9%
 

 

What’s Changed?  

 

Target Unchanged

EPS FY18E Unchanged

EPS FY19E Unchanged

Rating Unchanged

 

Key Financials 

| crore FY16 FY17 FY18E FY19E

Net Sales 1,715.0   1,728.0   2,276.3     2,480.6     

EBITDA 399.4      408.8      558.3        522.1        

Net Profit 134.0      171.6      283.5        235.3        

EPS (|) 3.2          4.1          6.8            5.6            
 

 

Valuation Summary 

FY16 FY17 FY18E FY19E

P/E 38.8        30.3        18.3          22.1          

Target P/E 36.0        28.1        17.0          20.5          

EV / EBITDA 14.8        14.3        10.2          10.8          

EV / Tonne 250.1      246.4      241.1        237.7        

Price/Book value 4.9          4.2          3.6            3.2            

RoCE 12.3        13.8        19.4          16.1          

RoNW 12.7        14.0        19.4          14.3          
 

 

Stock Data 
 

Market Capitalization | 5198.1 Crore

Total Debt (FY17) | 657.6 Crore

Cash and Investments (FY17) | 20.1 Crore

EV | 5835.6 Crore

52 week H/L 132 / 118

Equity capital | 41.9 Crore

Face value | 1
 

 

 

Price Chart* 
 

* Star Cement was listed on June 16, 2017. Hence, there is no 

history for price comparison 
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Reverse merger of SFCL in Star Cement to simplify holding structure 

The board has approved a reverse merger of Star Ferro & Cement with 

Star Cement. Under this scheme Star Ferro & Cement shareholders have 

received 1.33 shares of Star Cement for every share held. Consequently, 

Star Ferro & Cement now stands dissolved and Star Cement is the new 

entity. The merger will help the promoter gain listing benefits as 

previously the promoter shares were privately held. Hence, this 

represents the true holding of promoters i.e. 74.9% from 64.4%. 

 

Exhibit 1: Pre-merger promoter holding of company 

Pre-merger effective promoter holding 

SFCL Number of shares % Holding SCL Number of shares % Holding SCL % Holding

Promoter 143,123,840.2 64.4 SFCL 295,475,000.0 70.5 Promoter Shr SFCL 45.4

Others 79,049,149.8 35.6 Promoters 123,673,559.9 29.5 Promoter 29.5

Total 222,172,990.0 100.0 Public 65,360.0 0.0 Total 74.9

Total 419,213,920.0 100.0

Pre-merger holding in Star Ferro & Cement Pre-merger holding in Star Cement

 

Source: Company, ICICIdirect.com Research 

 

Exhibit 2: Post merger shareholding pattern 

SCL Number of shares % Holding

Promoter 314,028,267.3 74.9

Others 105,135,369.3 25.1

Public 65,360.1 0.0

Total 419,228,996.7 100.0
 

Source: Company, ICICIdirect.com Research 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Under the merger, every shareholder of SFCL will receive 

1.33 shares of SCL for every share held. Hence, the number 

of shares will increase from 22.2 crore shares to 29.5 crore 

shares. Further, considering 12.4 crore shares of promoters 

in SCL the overall shares in SCL is expected to reach 41.92 

crore 
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Financial summary 

 

Profit and loss statement       | Crore 

(Year-end March) FY16 FY17 FY18E FY19E

Total operating Income 1,715.0 1,728.0 2,276.3 2,480.6

Growth (%) 19.9 0.8 31.7 9.0

Raw material cost 363.1 426.5 521.9 552.2

Inc/dec in stock -17.6 -12.1 0.0 0.0

Employees cost 107.8 118.5 177.5 187.8

Others 862.3 786.3 1018.6 1218.6

Total Operating Exp. 1,315.6 1,319.2 1,718.0 1,958.6

EBITDA 399.4 408.8 558.3 522.1

Growth (%) -8.2 2.4 36.6 -6.5

Depreciation 171.5 141.2 152.8 167.1

Interest 83.4 78.0 63.0 53.5

Other Income 6.9 2.2 2.4 2.6

PBT 151.4 191.8 344.9 304.2

Total Tax 6.0 14.3 51.7 60.8

PAT 134.0 171.6 283.5 235.3

Growth (%) 60.7 28.0 65.1 -17.0

Adjusted EPS (|) 3.2 4.1 6.8 5.6
 

Source: Company, ICICIdirect.com Research 

 

  Cash flow statement | Crore 

(Year-end March) FY16 FY17 FY18E FY19E

Profit after Tax 134.0 171.6 283.5 235.3

Add: Depreciation 171.5 141.2 152.8 167.1

(Inc)/dec in Current Assets -372.5 -62.0 -182.0 -152.9

Inc/(dec) in CL and Provisions 183.2 -12.6 118.5 70.5

CF from operating activities 116.3 238.2 372.8 320.0

(Inc)/dec in Investments 0.0 -0.1 0.0 0.0

(Inc)/dec in Fixed Assets -70.7 -91.2 -145.1 -145.0

Others -257.1 17.9 9.7 8.0

CF from investing activities -327.7 -73.4 -135.5 -137.0

Issue/(Buy back) of Equity 19.7 0.0 0.0 0.0

Inc/(dec) in loan funds 57.3 -91.5 -100.0 -80.0

Dividend paid & dividend tax -25.9 0.0 -49.0 -49.0

Inc/(dec) in Sec. premium 247.2 1.0 0.0 0.0

Others -83.4 -78.0 -63.0 -53.5

CF from financing activities 215.0 -168.4 -212.1 -182.5

Net Cash flow 3.5 -3.7 25.2 0.5

Opening Cash 20.3 23.8 20.1 45.3

Closing Cash 23.8 20.1 45.3 45.8
 

Source: Company, ICICIdirect.com Research 

 

 

 

Balance sheet | Crore 

(Year-end March) FY16 FY17 FY18E FY19E

Liabilities

Equity Capital 41.9 41.9 41.9 41.9

Reserve and Surplus 1,013.4 1,186.1 1,420.5 1,606.7

Total Shareholders funds 1,055.3 1,228.0 1,462.4 1,648.6

Total Debt 749.1 657.6 557.6 477.6

Deferred Tax Liability 107.6 119.6 119.6 119.6

Minority Interest / Others 53.0 58.9 68.6 76.6

Total Liabilities 1,965.0 2,064.1 2,208.2 2,322.5

Assets

Gross Block 1,725.1 1,810.4 2,010.4 2,155.4

Less: Acc Depreciation 805.9 947.1 1,100.0 1,267.0

Net Block 919.1 863.2 910.4 888.3

Capital WIP 49.0 54.9 0.0 0.0

Total Fixed Assets 968.1 918.1 910.4 888.3

Investments 1.5 1.7 1.7 1.7

Inventory 209.2 161.2 212.6 231.7

Debtors 448.8 399.5 526.6 573.9

Loans and Advances 813.6 973.1 953.2 1,038.7

Other Current Assets 0.5 0.3 23.7 24.7

Cash 23.8 20.1 45.3 45.8

Total Current Assets 1,495.9 1,554.2 1,761.5 1,914.8

Creditors 140.4 93.8 123.7 134.8

Provisions 360.5 316.5 342.0 348.0

Total Current Liabilities 500.9 410.3 465.7 482.8

Net Current Assets 995.0 1,143.9 1,295.7 1,432.1

Others Assets 0.0 0.0 0.0 0.0

Application of Funds 1,964.6 2,063.7 2,207.8 2,322.1
 

Source: Company, ICICIdirect.com Research 

 

  Key ratios 

(Year-end March) FY16 FY17 FY18E FY19E

Per share data (|)

EPS 3.2 4.1 6.8 5.6

Cash EPS 7.3 7.5 10.4 9.6

BV 25.2 29.3 34.9 39.3

DPS 1.0 0.0 1.0 0.0

Cash Per Share 0.6 0.5 1.1 1.1

Operating Ratios (%)

EBITDA Margin 23.4 23.7 24.6 21.1

PBT / Total Operating income 8.5 11.1 15.2 12.3

PAT Margin 7.8 10.0 12.5 9.5

Inventory days 44.7 34.2 34.2 34.2

Debtor days 95.8 84.7 84.7 84.7

Creditor days 30.0 19.9 19.9 19.9

Return Ratios (%)

RoE 12.7 14.0 19.4 14.3

RoCE 12.3 13.8 19.4 16.1

RoIC 12.0 13.5 18.7 15.6

Valuation Ratios (x)

P/E 38.8 30.3 18.3 22.1

EV / EBITDA 14.8 14.3 10.2 10.8

EV / Net Sales 3.5 3.4 2.5 2.3

Market Cap / Sales 3.0 3.0 2.3 2.1

Price to Book Value 4.9 4.2 3.6 3.2

Solvency Ratios

Debt/EBITDA 1.9 1.6 1.0 0.9

Debt / Equity 0.7 0.5 0.4 0.3

Current Ratio 3.0 3.8 3.8 4.0

Quick Ratio 2.6 3.4 3.3 3.5
 

Source: Company, ICICIdirect.com Research 
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ICICIdirect.com coverage universe (Cement) 
 

CMP M Cap

(|) TP(|) Rating (| Cr) FY17 FY18E FY19E FY17 FY18E FY19E FY17 FY18E FY19E FY17 FY18E FY19E FY17 FY18E FY19E

ACC* 1651 1850 Buy 31,029 35.6 63.7 67.5 23.6 15.8 14.0 162 139 136 6.9 11.4 11.5 7.7 12.7 12.4

Ambuja Cement* 240 280 Buy 47,656 4.9 6.4 6.9 28.7 22.6 19.9 170 165 165 3.8 7.1 7.9 5.1 6.5 6.8

UltraTech Cem 4,036 4750 Buy 110,748 86.4 95.8 118.9 22.0 22.0 19.0 259 257 254 12.3 14.1 14.8 11.0 12.4 12.8

Shree Cement 17,514 17800 Hold 60,949 385 510 563 26.1 19.2 16.6 375 358 344 12.3 15.9 16.2 17.4 19.0 17.6

Heidelberg Cem 131 145 Buy 2,969 3.4 5.8 7.2 15.3 11.4 10.0 118 114 111 8.2 12.4 14.5 7.9 12.6 14.6

India Cement 219 245 Buy 6,728 5.4 8.6 11.7 11.2 10.1 8.8 104 102 99 7.5 8.4 9.5 3.3 4.9 6.4

JK Cement 987 1265 Buy 6,902 37.1 47.9 55.2 14.2 11.9 10.4 131 126 115 12.6 14.5 15.9 14.5 15.3 15.4

JK Lakshmi Cem 490 525 Hold 5,767 7.0 13.1 20.2 20.2 14.0 11.1 105 95 88 7.5 10.9 13.8 5.9 10.1 13.6

Mangalam Cem 372 425 Buy 993 12.9 28.2 35.2 11.4 7.3 6.2 54 50 49 10.9 17.3 18.9 6.8 13.1 14.2

SFCL 124 115 Hold 5,198 4.1 6.8 5.6 14.3 10.2 10.8 246 241 238 13.8 19.4 16.1 14.0 19.4 14.3

RoCE (%) RoE (%)

Company

EV/Tonne ($)EV/EBITDA (x)EPS (|)

Source: Company, ICICIdirect.com Research 
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RATING RATIONALE 

ICICIdirect.com endeavours to provide objective opinions and recommendations. ICICIdirect.com assigns 

ratings to its stocks according to their notional target price vs. current market price and then categorises them 

as Strong Buy, Buy, Hold and Sell. The performance horizon is two years unless specified and the notional 

target price is defined as the analysts' valuation for a stock. 

 

Strong Buy: >15%/20% for large caps/midcaps, respectively, with high conviction; 

Buy: >10%/15% for large caps/midcaps, respectively; 

Hold: Up to +/-10%; 

Sell: -10% or more; 

 

 

Pankaj Pandey Head – Research pankaj.pandey@icicisecurities.com 

  

ICICIdirect.com Research Desk, 

ICICI Securities Limited, 

1st Floor, Akruti Trade Centre, 

Road No 7, MIDC, 

Andheri (East) 

Mumbai – 400 093 

 

 research@icicidirect.com  
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