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CMP: 140 Future Star of the Cement Sector BUY
, » Star Cement Ltd. (SCL), headed by Mr. Sajjan Bhajanka (CMD), is the market leader
Nifey 10,505 and the largest producer of cement in the North East India (market share ~24%) on the
Sensex 33,970 back of high quality cement and fair pricing. The company’s product range comprises of
Nifty PE 26.86 Ordinary Portland Cement (43 and 53 grades), Portland Pozzolana Cement Part-1 fly
Sensex PE 2525 ash-based, Portland Pozzolana Cement Part-11 and Portland Slag Cement.
Stock Data »SCL, with a capacity utilization of 68%, has a total installed cement capacity of 4.4
MMTPA across 4 units in Meghalaya (1.67 MMTPA cement and 2.6 MMTPA clinker), 1
Sector Cement unit in Assam (2.0 MMTPA cement) and 3 outsourced units in West Bengal (0.7 MMTPA
BSE Code 540575 cement). The company has planned an investment of Rs. 1000 Crs towards capacity
expansions, by hiking up its cement manufacturing capacity to 6 MMTPA and clinker
NSE Code STARCEMENT manufacturing capacity to 5 MMTPA in the next three years.
Fv ! »SCL is a very cost competitive company with its manufacturing plants located near key
Market Cap (Rs. Cr) 5,896 resources of limestone, high quality coal (mines located within 2-3 kms from factory);
Market Cap (US$ mn) 929 providing the company with easy accessibility and uninterrupted supply of raw material,
Equity Share Cap. 42 along with lower freight resulting in better operational efficiency. These captive mines are
home to high quality limestone having calcium oxide content greater than 49% (higher
Stock Performance (%o) than rest of India) and limestone reserves of more than 80 years.

» The company’s enjoys locational advantage of being near to its key markets located in the

North East (West Bengal, Bihar and Jharkhand etc.), thereby saving freight costs. The

M M 1M company services its marquee clients like L&T, NHPC, Public Works Department,

Absolute (%)  13.61 16.14  NA Indian Railways and the Minsitry of Defence. SCL’s extensive distribution network is

spread across 11 states in Eastern India, comprising of more than 2700 dealers (192
dealers in West Bengal and 149 dealers across the Bihar and Jharkhand) and 9300 retailers.

. » SCL, being strategically located in the North East Region, enjoys a host of fiscal benefits
Shareholding Pattern (%) like excise duty refund, VAT remission, freight subsidy, capital investment subsidy, central
sales tax, etc over other cement players, thereby resulting in enhanced profitability. The
company expects to receive subsidies worth Rs. 150 -200 Crs in Q2FY18 and ~ Rs. 300
Crs for the remaining of FY18, which will be utilized towards debt reduction.

» SCL with its intense focus on operational excellence, posted a robust performance during
Q1FY18. The revenues rose by 10.5% to Rs. 451 Crs. (Rs. 408 Crs. in Q1FY17) while
EBITDA zoomed 72.8% to Rs. 159 Crs. (Rs. 92 Crs. in Q1FY17) and EBITDA margin
improved by a whopping 1200 bps to 35% (23% in Q1FY17). The company clocked an
EBITDA/Tonne of Rs. 2,240 in Q1FY18, being the highest in the industry. PAT grew by a

¥ Promoter & Promoter Group M Public whopping 200% to Rs. 110 Crs. (Rs. 37 Crs. in QLFY17) on an equity base of Rs. 42 Crs.

» With SCL’s formidable brand equity and demand surge, the company is confident that

FY18 will emerge as a watershed in their existence. SCL’s stock is currently quoted at Rs.

140, MCAP of around Rs. 5880 Crs, with a modest P/E of 13.5x (industry average PE of 42x),

Sensex and Stock movement its FY18 estimated EPS of 12, making it an attractive buy for all investors with a medium
to long term horizon of 12 — 24 months.
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I) SCL - Company Profile

>

Star Cement Ltd. (SCL), headed by Mr. Sajjan Bhajanka (CMD), is the market leader and the largest
producer of cement in the North East India (market share ~24%) on the back of high quality cement and fair
pricing. The company’s product range comprises of Ordinary Portland Cement (43 and 53 grades), Portland
Pozzolana Cement Part-1 fly ash-based, Portland Pozzolana Cement Part-11 and Portland Slag Cement.

SCL, with a capacity utilization of 68%, has a total installed cement capacity of 4.4 MMTPA across 4 units
in Meghalaya (1.67 MMTPA cement and 2.6 MMTPA clinker), 1 unit in Assam (2.0 MMTPA cement) and 3
outsourced units in West Bengal (0.7 MMTPA cement). The company has planned an investment of Rs.
1000 Crs towards capacity expansions by FY18-19, by hiking up its cement manufacturing capacity to 6
MMTPA (1.5 - 2 MTPA cement grinding unit in West Bengal) and clinker manufacturing capacity to 5
MMTPA (double its clinker manufacturing capacity in Meghalaya) in the next three years due to improved
demand in North East Region and abundance in supply of fly ash.

SCL is a very cost competitive company with its manufacturing plants located near key resources of limestone,
high quality coal (mines located within 2-3 kms from factory); providing the company with easy accessibility
and uninterrupted supply of raw material, along with lower freight resulting in better operational
efficiency. These captive mines are home to high quality limestone having calcium oxide content greater
than 49% (higher than rest of India) and limestone reserves of more than 80 years.

The company’s enjoys locational advantage of being near to its key markets located in the North East (West
Bengal, Bihar and Jharkhand etc.), thereby saving freight costs. The company services its marquee clients like
L&T, NHPC, Public Works Department, Indian Railways and the Minsitry of Defence. SCL’s extensive
distribution network is spread across 11 states in Eastern India, comprising of more than 2700 dealers (192
dealers in West Bengal and 149 dealers across the Bihar and Jharkhand) and 9300 retailers.

I1) SCL - Growth Drivers

1)

2)

Central government impetus to North East India

The growth in North East India cement sector is expected to be driven by the central government’s
renewed focus on infrastructural development. The central government has taken dedicated steps towards
improvement of road infrastructure (national highway development programme), augmentation of air
connectivity and expansion of rail network, to boost connectivity across the seven states of North East India.

The development of North East India is an important pivot of India’s Act East policy and North East region
is located at crossroads between three major economies — East Asia, South Asia and Southeast Asia.

Rise in per capita consumption to augment cement demand
The per capita cement consumption in Eastern India is only 131 kgs as compared to 210 kgs per capita

consumption in India and 580 kgs global average. This offers SCL a huge potential to grow further with growth
in cement consumption in India.

NER Five Year Plans 2012 - 2017 2017 - 2022

NER GDP Growth 13.70% 16.40%
NER Per Capita Growth 12.40% 15.20%




3)

4)

Per Capita cement
consumption (kgs)

. Housing shortage
in Urban & Rural
India (Mn units) *

Housing for All — A boon for the Cement Industry

The government’s allocation of a sum of US$3.42 bn towards “Housing for All by 2022” scheme to build
600 districts in West Bengal and Bihar will lead to fresh development and redevelopment of residential
properties thereby increasing the cement offtake in Eastern India.

The country has a housing shortage of 63 mn units out of which 21.6 mn units are in North Eastern India
alone.

The governments provision of interest subsidy for low cost housing and first time home buyers will boost
purchases in the real estate sector thereby enhancing cement requirement.

Market Leader in the North East

SCL enjoys the highest volume growth in North Eastern India with adequate capacities likely to translate into
10-15% growth over the next two years. Thus the company is prepared to match up to the surging cement
demand with no major North East cement company’s capacities expected.

The entire cement industry is projected to grow at 7-8 % p.a. whereas the cement production in the Eastern
regions is expected to grow at a CAGR of 9-10% in the next 5 years (previous 5 year CAGR of 7.1%). On the
back of improved cement demand and enhanced capacity utilization, the country’s pan-India cement producers
(except North East) are expected to add 50 MMTPA capacity by FY18 to the already existing cement
capacity of 409 MMTPA.

With the company being strategically located near to its key markets and the rising cement demand arriving
from the North East region, SCL will prove to be the greatest beneficiary commanding more than 24%
market share in that region.
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I11) SCL - Star Bandwidth

25.39% 74.61%
Public Promoter
100% l 87.5% 51%
Megha Technical 12.5% Star Cement Meghalaya
& Engineers Pvt. Meghalaya Ltd. Power Ltd. (MPL)
Ltd. (MTEPL) (SCML)
V) SCL - Financial Incentives
Exemption Balance Exemption period**
SCML SCL-GGU

Income Tax 100% under Section 80 IE, subject to MAT 5 years 5 years
Excise Duty on
Clinker 75% 6 years ~ -
Cement 75%/36%" - 6 years ~
Central Sales Tax 99%  3years ~ -
VAT 99%"  3years~ Rs 138 Crs ~/ 3 years
Freight Subsidy
Inward
Within NER* 90% - -
Outside NER 90% - -
Outward 1 year 1 year
Within NER* 50%
Outside NER 90%
Capital Investment Subsidy ~ 30% of Investment in Plant & Machinery ~ One time One time

MAL GGU unit, VAT exemption is 99% up to 200% of FCI

N 75% for integrated units and 36% for standalone grinding units.
*Freight subsidies are not available for intra-state movements.
** As on 31.03.2017.

SCL, being strategically located in the North East Region, enjoys a host of fiscal benefits like excise duty refund,
VAT remission, freight subsidy, capital investment subsidy, central sales tax, etc over other cement players, thereby
resulting in enhanced profitability. The company expects to receive subsidies worth Rs. 150 -200 Crs in Q2FY18
and ~ Rs. 300 Crs for the remaining of FY18, which will be utilized towards debt reduction. The company is
eligible for outward freight subsidy only for this year.



V1) SCL - Peer Comparison

Particulars (In Rs. Crs) SCL JK JK Deccan  Dalmia  Heidelberg OCL Shree Ultratech India Ambuja ACC
(FY17) (Conso  Cement Lakshmi FV - (Consol) FV-Rs.10 (Consol) Cement (Consol) Cements (FY16 (FY16
)FV- (Consol)  (Consol) Rs.5 FV - Rs. FV -Rs. (Consol) FV -Rs. (Consol) Consol) Consol)
Rs. 1 FV - Rs. FV - Rs. 2 2 FV - Rs. 10 FV - Rs. FV - Rs. FV - Rs.
10 5 10 10 2 10
Capacity (MM TPA) 4.4 15.4 10.9 15.4 25.0 5.4 6.7 29.3 66.3 15.6 29.7 33.4
Production (MMT) 2.7 10.3 8.6 9.2 15.0 4.4 5.4 22.6 47.7 10.9 21.1 24.4
Utilisation 61.0% 67.0% 79.0% 60.0% 60.0% 82.3% 80.0% 77.0% 72.0% 70.0% 71.0% 73.0%
Total Income 1,728 4,745 3,414 650 8,647 2,026 3,485 10,004 29,294 5,880 20,344 12,646
EBITDA 411 522 250 95 1,311 213 678 2,745 5,220 908 3,119 1,523
PBT 192 286 80 21 708 114 527 1,531 3,872 252 1,995 885
PAT 172 227 87 47 345 76 381 1,339 2,714 151 1,121 658
EPS (Rs.) 4 32 7 67 39 3 67 384 99 5 6 35
Equity Capital 42 70 59 7 18 227 11 35 275 308 397 188
Reserves 1186 1759 1342 320 4947 735 2358 7663 24117 4867 19148 9029
Networth 1228 1829 1401 327 4965 962 2370 7698 24392 5175 19545 9217
Long Term Debt 501 2906 2106 26 6249 428 1011 519 6371 308 24 0
CMP (Rs.) 140 1124 446 602 3103 164 1458 18059 4341 190 274 1799
MCAP 5880 7860 5249 843 27601 3717 8296 62918 119165 5855 54407 33819
Ratios
EBITDA (%) 24% 11% 7% 15% 15% 11% 19% 27% 18% 15% 15% 12%
PAT (%) 10% 5% 3% 7% 4% 4% 11% 13% 9% 3% 6% 5%
BVPS (Rs.) 29 262 119 234 558 42 416 2210 889 168 98 490
P/IE 28 31 60 9 79 45 22 49 44 35 50 51
P/BV 4 4 4 2 5 4 3 9 5 1 3 4
MCAP/Sales 3 2 2 1 3 2 2 6 4 1 3 3
MCAP/EBITDA 14 15 21 9 21 17 12 23 23 6 17 22
EBITDA/Production 1459 506 291 103 874 479 1265 1217 1094 834 1482 624
(Tonne)
MCAP/Capacity (Tonne) 13364 5104 4816 547 11040 6883 12382 21474 17974 3765 18350 10123

» With SCL’s EBITDA/Tonne of Rs. 1,459 in FY17, on the back of higher trade sales, the company is highly
efficient and competent amongst its peers and is poised to become the fastest growing cement company in
Eastern India due to its continuous upgradation for efficiency and cost cutting measures (asset-light model —
hired units in West Bengal instead of commissioning greenfield facilities).



» The company’s EBITDA Margin at 24% is highest amongst its peers and PAT Margin at 10% is also
significantly higher. Further, SCL with its sizeable operating leverage, is expected to consolidate its presence
in the North Eastern region by widening its tehsil-wise and panchayat-wise presence thereby opening demand
pockets that were hitherto untapped.

» The cement companies in the North East Region pay a higher amount per tonne for limestone as compared
to SCL, as SCL has limestone reserves which will last for more than 80 years. Thus, the increased per tonne price
of limestone is expected to pull the cement prices higher, thereby adding more margins to the profitability of SCL.
Currently, the realization has averaged out to Rs. 330 per bag in the North East Region and the prices are
expected to improve further to Rs. 450 per bag.

V) SCL - Financials

Particulars (In Rs. Crs) Q1FY18 FY17 FY16 FY15 FY14
Total Income 451 1728 1715 1430 1028
EBITDA 159 411 401 437 237
EBITDA (%) 35% 24% 23% 31% 23%
PBT 113 192 145 126 (5)
PAT 110 172 134 119 4)
PAT (%) 24% 10% 8% 8% 0%
EPS (Rs.) 3 4 3 3 0)
Equity Capital (FV - Rs. 1) 42 42 42 42 42
Reserves 1186 1013 879 801
Networth 1228 1055 921 843
Long Term Debt 501 575 691 794

» SCL with its intense focus on operational excellence, posted a robust performance during Q1FY18. The
revenues rose by 10.5% to Rs. 451 Crs. (Rs. 408 Crs. in QLFY17) while EBITDA zoomed 72.8% to Rs. 159
Crs. (Rs. 92 Crs. in Q1FY17) and EBITDA margin improved by a whopping 1200 bps to 35% (23% in
Q1FY17). The company clocked an EBITDA/Tonne of Rs. 2,240 in Q1FY18, being the highest in the
industry. PAT grew by a whopping 200% to Rs. 110 Crs. (Rs. 37 Crs. in QLFY17) on an equity base of Rs.
42 Crs.

» The revenues of the company grew at a CAGR of 19% over the last 3 years to Rs. 1,728 Crs in FY17 Vs Rs.
1,028 Crs in FY14 while EBITDA grew at a CAGR of 20% from Rs. 411 Crs in FY17 to Rs. 237 Crs in FY14.
ROCE improved by 830 basis points from 4% in FY13 to 12.3% in FY17.

» The company performed considerably well to match the volumes of the previous year, even though FY17 was
marked by macroeconomic disruptions that affected consumption to result in lower offtake, alongwith the
second half of the year experiencing unforeseen demonetization thereby impacting liquidity.

» The company achieved a production of 2.7 MMT in FY17 which it expects, will rise by 10-12% in FY18. The
offtake sales have started picking up in November 2017 after Q2FY18 sales were 15-20% down due to heavy
rains and flooding in the North East Region and GST.

» In FY18, the company expects topline to rise to Rs. 1,900 Crs, EBITDA to Rs. 480 Crs and PAT to Rs. 250
Crs and in FY19, the company expects the topline at Rs. 2,200 Crs with EBITDA and PAT flat due to non-
availability of subsidy in FY19.



VI11) Recommendations and Valuations

>

SCL, being strategically located in the North East Region, enjoys a host of fiscal benefits like excise duty
refund, VAT remission, freight subsidy, capital investment subsidy, central sales tax, etc over other cement
players, thereby resulting in enhanced profitability. The company expects to receive subsidies worth Rs. 150 -
200 Crs in Q2FY18 and ~ Rs. 300 Crs for the remaining of FY18, which will be utilized towards debt
reduction.

With SCL’s EBITDA/Tonne of Rs. 1,459 in FY17, on the back of higher trade sales, the company is highly
efficient and competent amongst its peers and is poised to become the fastest growing cement company in
Eastern India due to its continuous upgradation for efficiency and cost cutting measures (asset-light model —
hired units in West Bengal instead of commissioning greenfield facilities). The company achieved a production of
2.7 MMT in FY17 which it expects, will rise by 10-12% in FY18.

The company’s EBITDA Margin at 24% is highest amongst its peers and PAT Margin at 10% is also
significantly higher. Further, SCL with its sizeable operating leverage, is expected to consolidate its presence
in the North Eastern region by widening its tehsil-wise and panchayat-wise presence thereby opening demand
pockets that were hitherto untapped.

The cement companies in the North East Region pay a higher amount per tonne for limestone as compared
to SCL, as SCL has limestone reserves which will last for more than 80 years. Thus, the increased per tonne price
of limestone is expected to pull the cement prices higher, thereby adding more margins to the profitability of SCL.

In FY18, the company expects topline to rise to Rs. 1,900 Crs, EBITDA to Rs. 480 Crs and PAT to Rs. 250
Crs and in FY19, the company expects the topline at Rs. 2,200 Crs with EBITDA and PAT flat due to non-
availability of subsidy in FY19.

The entire cement industry is projected to grow at 7-8 % p.a. whereas the cement production in the Eastern
regions is expected to grow at a CAGR of 9-10% in the next 5 years (previous 5 year CAGR of 7.1%). SCL,
enjoys the highest volume growth in North Eastern region with adequate capacities likely to translate into 10-
15% growth over the next two years. Thus the company is prepared to match up to the surging cement demand
with no major North East cement company’s capacities expected.

Additionally, the per capita cement consumption in Eastern India is only 131 kgs as compared to 210 kgs per
capita consumption in India and 580 kgs global average. This offers SCL a huge potential to grow further with
growth in cement consumption in India.

With SCL’s formidable brand equity and demand surge, the company is confident that FY18 will emerge
as a watershed in their existence. SCL’s stock is currently quoted at Rs. 140, MCAP of around Rs. 5880 Crs,
with a modest P/E of 13.5x (industry average PE of 42x), its FY18 estimated EPS of 12, making it an
attractive buy for all investors with a medium to long term horizon of 12 — 24 months.

“Star Cement to propel the Eastern Cement Industry”
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