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Gearing for growth in FY21

We met Star Cement (STRCEM IN) management recently to
understand its business prospects. Here are some key takeaways:

Northeast, core market, to outperform all-India growth

The Northeast region is the core market for the company where it
enjoys ~24% market share and sells ~65-70% of volume. While the
region grew ~11% in FY19, primarily in line with all-India growth, it
has outperformed the industry during M9FY20 with growth of ~7%
YoY vs all-India’s flattish trend. Overall, the region is likely to report
growth of 8-9% in FY20 vs flat to marginal growth for all-India.

Demand outlook for core market remains buoyant for FY21

The Northeast market size is ~9mn tonne, of which ~60% is accounted
by Assam. In FY20, demand here was buoyant, due to rehabilitation
work post severe floods. Thirty out of 33 districts were severely
affected by heavy rains during the recent Monsoon. Financial support
by the government led to revival in construction activities. In CY21,
Assam will hold elections. Thus, government’s pre-election spending
may bolster cement demand. West Bengal also will hold elections in
CY21. STRCEM sells close to 60% of total sales volume in Assam and
West Bengal.

Capex on track to bolster volume in FY21

Currently, STRCEM serves East India, primarily West Bengal and Bihar,
from its two West Bengal-based hired units at Durgapur of 0.3mn
tonne capacity and 0.2mn tonne capacity at Siliguri. Currently, it is
adding grinding capacity of 2.0mn tonne at Siliguri and commercial
production is expected to start in the next 1-2 months, enabling it to
push volume and strengthen presence to the eastern pockets.

Several levers for margin expansion

STRCEM s likely to save on rental outgo of INR 750 per tonne by
ending its agreement for Siliguri’s hired unit once the upcoming 2.0mn
tonne grinding unit starts operations. Further, access to Northeast-
based local coal (already mined) is likely to be available via auction in
the next couple of months will reduce its dependency on high cost
imported coal, thereby leading to a cost decline by INR 100-150 per
tonne. Furthermore, Assam expansion will enable it to get State GST
(SGST) benefit of up to 200%, which would support margin expansion.

Valuation: reiterate Buy with a TP of INR 140

We expect improved demand scenario in the serving markets of
Northeast & eastern pockets and incremental volume from the
upcoming Siliguri unit to drive volume growth. Simultaneously, the
recent uptick in cement prices and likely sustainability would support
realization. Therefore, we reiterate Buy with a TP of INR 140 on an EV
per tonne of USD 125 on FY21E capacity.

Key Financials

Rating: Buy

Target Price: INR 140

Upside: 52%

CMP: INR 92 (as on 26 February 2020)

Key data*

Bloomberg /Reuters Code STRCEM IN
Current /Dil. Shares O/S (mn) 412/412
Mkt Cap (INR bn/USD mn) 38/532
Daily Volume (3M NSE Avg) 23,284

Face Value (INR) 1
1USD=INR71.7
Note: *as on 26 February 2020; Source: Bloomberg
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Shareholding (%) Q4FY19 Q1FY20 Q2FY20 Q3FY20

Promoter 68.0 67.9 67.9 67.1
Institutional Investors 9.9 10.3 10.0 9.2
Other Investors 4.8 4.8 4.1 5.8
General Public 17.2 17.0 17.9 17.8
Source: BSE

Price performance (%) 3M 6M 12M

Sensex (2.3) 6.4 10.9

Star Cement (2.4) (0.6) (3.8)

ACC (5.6) (6.4) 1.0

Ambuja Cement 6.6 54 0.6

Source: Bloomberg

YE Revenue Yoy EBITDA EBITDA  AdjPAT YoY  Adj.EPS RoE P/E EVperton EV/EBITDA
March (INR mn) (%) (INNmn) margin (%)  (INRmn) (%) (INR) (%) x) (USD) )
FY19 18,256 13.6 4,492 24.6 2,988 (9.6) 7.1 18.7 12.9 124 83
FY20E 18,690 2.4 4,227 22.6 2,926 (2.1) 7.1 16.1 13.0 86 8.6
FY21E 21,923 17.3 5,088 232 3,725 27.3 9.0 18.0 10.2 78 6.4
FY22E 23914 9.1 5,628 235 4,100 10.1 9.9 17.1 9.3 69 52

Note: pricing as on 26 February 2020; Source: Company, Elara Securities Estimate

Ravi Sodah ¢ ravi.sodah@elaracapital.com ® +91 22 6164 8517
Saurabh Mitra ® saurabh.mitra@elaracapital.com ® +91 22 6164 8546
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Financials (YE March)

Income Statement (INR mn) FY19 FY20E FY21E FY22E Revenue & margin growth trend
Net Revenue 18,256 18,690 21,923 23914 246

. 30,000 ; 2% - 25
Operating profit 4,437 4,170 4,995 5527 '
Add:- Other operating Income 54 57 93 100 25.000 1 N
EBITDA 4,492 4,227 5,088 5,628 = 20,000 - 232
Add:- Other Income 55 288 428 432 E 15,000 1 2.6 L3 &
Less - Depreciation & Amortization 1,056 912 1,021 1,129 z -
EBIT 3,490 3,603 4,496 4,932 10000 L oy
Less:- Interest Expenses 144 88 40 35 5,000 -
PBT 3346 3516 4455 4,897 0 i i i 21
Less - Taxes 296 527 668 734 FY19 FY20E FY21E FY22E
Reported PAT 3,050 2,988 3,787 4,162 Net Revenue —@— EBITDA Margin
Minority Interest 62 62 62 62
Adjusted PAT 2,988 2,926 3,725 4,100 Source: Company, Elara Securities Estimate
Reported PAT after Minority Interest 2988 2,926 3,725 4,100
Balance Sheet (INR mn) FY19 FY20E FY21E FY22E
Share Capital 419 412 412 412 Adjusted profit growth trend
Reserves 16,817 18,728 21,949 25,292 4500 - 27.3 - 30
Minority Interest 683 745 807 869 ’
Borrowings 738 238 209 180 3,000 - 20
Deferred Tax (Net) (2,710) (2,710) (2,710) (2,710) = 1500 I
Other liabilities 1,151 1,151 1,151 1,151 £ B g
Total Liabilities 17,098 18564 21,818 25,194 £ o y y y 0
Gross Block 10,961 13,361 13,861 14,361 (1,500 4 /(‘Z-U 110)
Less:- Accumulated Depreciation 3,738 4,650 5671 6,799 (9:6)
Net Block 7,223 8711 8,190 7,561 (3.000) - - (20)
Add:- Capital work in progress 743 743 743 743 FY19 FY20E FYZIE FY2ozE
Noncurrent investments 17 17 17 17 Adusted PAT - —#=Ad}. PAT Growth
Net Working Capital 6,212 6,269 6,705 6,995 Source: Company, Elara Securities Estimate
Cash & current investments 2,113 2,034 5372 9,087
Other assets 790 790 790 790
Total Assets 17,098 18564 21,818 25,194 Return ratios
Cash Flow Statement (INR mn) FY19 FY20E FY21E FY22E
Cash profit adj. for non-cash items 4,195 3,700 4,420 4,893 22 1 196
Add/Less : Working Capital Changes 3,306 (57) (436) (290) 20 18.7
Operating Cash Flow 7,502 3,643 3,984 4,603 18 - 175 188
Less:- Capex (818) (2,400)  (500)  (500) 161 17g 18.0 17.1
Free Cash Flow 6,684 1,243 3484 4,103 1) 16.1
Financing Cash Flow (4,195) (1,610) (574) (821)
Investing Cash Flow (573) 288 428 432 12 1
Net change in Cash 1,915 (79) 3,338 3715 10 T T T
Ratio Analysis FY19 FY20E FY21E FY22E Yo Fveor o FY2IE | FYesk
Income Statement Ratios (%) —O—ROE{%) —&—ROCE (%)
Revenue Growth 13.6 2.4 17.3 9.1 Source: Company, Elara Securities Estimate
EBITDA Growth (13.8)  (5.9) 20.4 10.6
Adj. PAT Growth (9.6)  (2.1) 273 10.1
EBITDA Margin 24.6 22.6 23.2 235
Adj. Net Margin 16.4 15.7 17.0 17.1
Return & Liquidity Ratios
Net Debt/Equity (x) (0.1) (0.1) (0.2) (0.3)
ROE (%) 18.7 16.1 18.0 17.1
ROCE (%) 17.2 17.5 19.6 18.8
Per Share data & Valuation Ratios
Adj. EPS (INR/Share) 7.1 7.1 9.0 9.9
EPS Growth (%) (9.6) (0.4) 27.3 10.1
DPS (INR/Share) - 1.0 1.5 2.0
P/E Ratio (x) 12.9 13.0 10.2 9.3
EV/EBITDA (x) 8.3 8.6 6.4 5.2
EV/Sales (x) 2.0 1.9 1.5 1.2
P/BV (x) 24 2.1 1.8 1.6
EV per tonne (USD) 124 86 78 69
Dividend Yield (%) - 1.1 1.7 2.2

Note: pricing as 26 February 2020; Source: Company, Elara Securities Estimate
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Next phase of growth plan already in place

STRCEM is gearing for the next phase of growth, and,
accordingly, it is likely to add 2mn tonne of clinker unit
along with 15-20MW waste heat recovery system
(WHRS) at Meghalaya and 1mn tonne of grinding unit at
Assam. It is expected to incur a capex of ~INR 9.0bn for
clinker unit, ~INR 2.5bn for grinding unit and INR 2.0bn
for WHRS, and these projects are expected to complete
over the next 2-3 years. The company has already
applied for environmental approval for the same.

Exhibit 1: Demand-supply gap to be bridged by end-
FY21

Northeast FY19
Cement demand (mn tonne) 9.0
Clinker capacity (mn tonne) 7.5
Cement grinding capacity (mn tonne) 11.3
Cement : clinker ratio 1.4
Maximum possible supply from NER at 95% utilization 10.0
Share of non-Northeast firms (%) 12

Interregional movement 1.1
Cement supply by local companies 7.9
Excess supply (mn tonne) 1.1

Excess supply (%) 12

Source: Company, Elara Securities Research

Elara Securities (India) Private Limited

Other key takeaways

The company used to receive incentive benefits of up
to INR 700 per tonne in the past, which has reduced
to INR 200 per tonne. As of now, the company has
two benefits which are likely to expire by 2023 and
2027

Cement firms, which do not have capacity in the
Northeast region, are considered as outside
companies and their combined market share hovers
around 12-14%

The company is not planning to shift to new tax
regime and is expected to remain under MAT for the
next 5-6 years
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[1] 28Jan-2019 Buy INR 147 INR 91
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Disclosures & Confidentiality for non U.S. Investors

The Note is based on our estimates and is being provided to you (herein referred to as the “Recipient”) only for information purposes. The sole purpose of this
Note is to provide preliminary information on the business activities of the company and the projected financial statements in order to assist the recipient in
understanding / evaluating the Proposal. Nothing in this document should be construed as an advice to buy or sell or solicitation to buy or sell the securities of
companies referred to in this document. Each recipient of this document should make such investigations as it deems necessary to arrive at an independent
evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved) and should consult its own
advisors to determine the merits and risks of such an investment. Nevertheless, Elara Securities (India) Private Limited or any of its affiliates is committed to provide
independent and transparent recommendation to its client and would be happy to provide any information in response to specific client queries. Elara Securities
(India) Private Limited or any of its affiliates have not independently verified all the information given in this Note and expressly disclaim all liability for any errors
and/or omissions, representations or warranties, expressed or implied as contained in this Note. The user assumes the entire risk of any use made of this
information. Elara Securities (India) Private Limited or any of its affiliates, their directors and the employees may from time to time, effect or have effected an own
account transaction in or deal as principal or agent in or for the securities mentioned in this document. They may perform or seek to perform investment banking
or other services for or solicit investment banking or other business from any company referred to in this Note. Each of these entities functions as a separate,
distinct and independent of each other. This Note is strictly confidential and is being furnished to you solely for your information. This Note should not be
reproduced or redistributed or passed on directly or indirectly in any form to any other person or published, copied, in whole or in part, for any purpose. This Note
is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other
Jjurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject Elara Securities (India) Private
Limited or any of its affiliates to any registration or licensing requirements within such jurisdiction. The distribution of this document in certain jurisdictions may be
restricted by law, and persons in whose possession this document comes, should inform themselves about and observe, any such restrictions. Upon request, the
Recipient will promptly return all material received from the company and/or the Advisors without retaining any copies thereof. The Information given in this
document is as of the date of this report and there can be no assurance that future results or events will be consistent with this information. This Information is
subject to change without any prior notice. Elara Securities (India) Private Limited or any of its affiliates reserves the right to make modifications and alterations to
this statement as may be required from time to time. However, Elara Securities (India) Private Limited is under no obligation to update or keep the information
current. Neither Elara Securities (India) Private Limited nor any of its affiliates, group companies, directors, employees, agents or representatives shall be liable for
any damages whether direct, indirect, special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the
information. This Note should not be deemed an indication of the state of affairs of the company nor shall it constitute an indication that there has been no
change in the business or state of affairs of the company since the date of publication of this Note. The disclosures of interest statements incorporated in this
document are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report. Elara Securities (India)
Private Limited generally prohibits its analysts, persons reporting to analysts and their family members from maintaining a financial interest in the securities or
derivatives of any companies that the analysts cover. The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her
personal views about the subject company or companies and its or their securities, and no part of his or her compensation was, is or will be, directly or indirectly
related to specific recommendations or views expressed in this report.

Any clarifications / queries on the proposal as well as any future communication regarding the proposal should be addressed to Elara Securities (India) Private
Limited. It is important to note that any dispute with respect to this research report, would not have access to stock exchange investor redressal forum or
arbitration mechanism.

Elara Securities (India) Private Limited was incorporated in July 2007 as a subsidiary of Elara Capital (India) Private Limited.

Elara Securities (India) Private Limited is a SEBI registered Stock Broker in the Capital Market and Futures & Options Segments of National Stock Exchange of India
Limited [NSE], in the Capital Market Segment of BSE Limited [BSE] and a Depository Participant registered with Central Depository Services (India) Limited [CDSL].

Elara Securities (India) Private Limited’s business, amongst other things, is to undertake all associated activities relating to its broking business.

The activities of Elara Securities (India) Private Limited were neither suspended nor has it defaulted with any stock exchange authority with whom it is registered in
last five years. However, during the routine course of inspection and based on observations, the exchanges have issued advise letters or levied minor penalties on
Elara Securities (India) Private Limited for minor operational deviations in certain cases. Elara Securities (India) Private Limited has not been debarred from doing
business by any Stock Exchange / SEBI or any other authorities; nor has the certificate of registration been cancelled by SEBI at any point of time.

Elara Securities (India) Private Limited offers research services primarily to institutional investors and their employees, directors, fund managers, advisors who are
registered or proposed to be registered.

Details of Associates of Elara Securities (India) Private Limited are available on group company website www.elaracapital.com
Elara Securities (India) Private Limited is maintaining arms-length relationship with its associate entities.

Research Analyst or his/her relative(s) may have financial interest in the subject company. Elara Securities (India) Private Limited does not have any financial
interest in the subject company, whereas its associate entities may have financial interest. Research Analyst or his/her relative does not have actual/beneficial
ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication of Research Report. Elara
Securities (India) Private Limited does not have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately
preceding the date of publication of Research Report. Associate entities of Elara Securities (India) Private Limited may have actual/beneficial ownership of 1% or
more securities of the subject company at the end of the month immediately preceding the date of publication of Research Report. Research Analyst or his/her
relative or Elara Securities (India) Private Limited or its associate entities does not have any other material conflict of interest at the time of publication of the
Research Report.

Research Analyst or his/her relative(s) has not served as an officer, director or employee of the subject company.

Research analyst or Elara Securities (India) Private Limited have not received any compensation from the subject company in the past twelve months. Associate
entities of Elara Securities (India) Private Limited may have received compensation from the subject company in the past twelve months. Research analyst or Elara
Securities (India) Private Limited or its associate entities have not managed or co-managed public offering of securities for the subject company in the past twelve
months. Research analyst or Elara Securities (India) Private Limited or its associates have not received any compensation for investment banking or merchant
banking or brokerage services from the subject company in the past twelve months. Research analyst or Elara Securities (India) Private Limited or its associate
entities may have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject
company or third party in connection with the Research Report in the past twelve months.
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Disclaimer for non U.S. Investors

The information contained in this note is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although
we endeavor to provide accurate and timely information, there can be no guarantee that such information is accurate as of the date it is received or that it will
continue to be accurate in the future. No one should act on such information without appropriate professional advice after a thorough examination of the
particular situation.

Disclosures for U.S. Investors

The research analyst did not receive compensation from Star Cement Limited.

Elara Capital Inc.’s affiliate did not manage an offering for Star Cement Limited.

Elara Capital Inc.’s affiliate did not receive compensation from Star Cement Limited in the last 12 months.

Elara Capital Inc.’s affiliate does not expect to receive compensation from Star Cement Limited in the next 3 months.

Disclaimer for U.S. Investors

This material is based upon information that we consider to be reliable, but Elara Capital Inc. does not warrant its completeness, accuracy or adequacy and it
should not be relied upon as such.

This material is not intended as an offer or solicitation for the purchase or sale of any security or other financial instrument. Securities, financial instruments or
strategies mentioned herein may not be suitable for all investors. Any opinions expressed herein are given in good faith, are subject to change without notice,
and are only correct as of the stated date of their issue. Prices, values or income from any securities or investments mentioned in this report may fall against the
interests of the investor and the investor may get back less than the amount invested. Where an investment is described as being likely to yield income, please
note that the amount of income that the investor will receive from such an investment may fluctuate. Where an investment or security is denominated in a
different currency to the investor’s currency of reference, changes in rates of exchange may have an adverse effect on the value, price or income of or from that
investment to the investor. The information contained in this report does not constitute advice on the tax consequences of making any particular investment
decision. This material does not take into account your particular investment objectives, financial situations or needs and is not intended as a recommendation
of particular securities, financial instruments or strategies to you. Before acting on any recommendation in this material, you should consider whether it is
suitable for your particular circumstances and, if necessary, seek professional advice.

Certain statements in this report, including any financial projections, may constitute “forward-looking statements.” These “forward-looking statements” are not
guarantees of future performance and are based on numerous current assumptions that are subject to significant uncertainties and contingencies. Actual
future performance could differ materially from these “forward-looking statements” and financial information.
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