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Rising operating costs pressurising margins 

Volumes to drive growth:  The ongoing expansion projects of Ambuja 

Cements Ltd. (ACL) are expected to complete by the end of CY09. After the 

completion of these projects, the cement capacity is expected to increase to 

19 mtpa and 22 mtpa in CY08E and CY09E, respectively, from the current 

level of 18 mtpa. As the expansion projects of the Company are 

concentrated in northern and eastern regions which are expected to 

experience slow growth, this is likely to limit the growth in the realization 

rate of cement. Hence, we believe that primarily the sales growth will come 

from these capacity expansion plans through the increase in sales volume. 
 

Rising operating cost: On the operational front, the raw material cost is 

the major cause of concern as raw material cost per tonne has almost 

doubled from Q4’06 to Q4’07. Though power and fuel cost has also 

increased during the quarter, it is expected to moderate a little with the shift 

of captive power plants from liquid to solid fuel. According to the Company, 

this is expected to reduce energy costs by approx. Rs. 2 per unit. 
 

Valuation:  We have valued the stock using DCF. According to the 

valuation, the stock seems to be fairly valued at the current market price. 

Further, ACL is trading at a forward P/E of 12.0x CY08E and 11.7x CY09E 

which is ahead of its peer group. Considering that the operating margin of 

the Company is likely to come in line with the peer group, we believe that 

going forward it will be difficult for the Company to trade at a premium to its 

peers. Hence, we maintain our Hold rating. 

 

 

 

 

 

 

 

 

 

 

Ambuja Cements Limited Hold          RESULTS REVIEW

Share Data

Market Cap Rs. 182.7 bn

Price Rs. 120

BSE Sensex 15,760.52

Reuters ABUJ.BO

Bloomberg ACEM IN

Avg. Volume (52 Week) 1.5 mn

52-Week High/Low Rs. 160.9/100.25

Shares Outstanding 1,522.4 mn

Valuation Ratios (Consolidated)

Year to 31 December 2008E 2009E

EPS (Rs.) 10.0 10.2

+/- (%) 3.2% 2.7%

PER (x) 12.0x 11.7x

EV/ tonnes (Rs.) 10,502 10,397

EV/ EBITDA (x) 8.3x 8.1x

Shareholding Pattern (%)

Promoters 48

FIIs 24

Institutions 15

Public & Others 13

Relative Performance 

0
50

100
150
200
250

M
ar

-0
7

A
pr

-0
7

M
ay

-0
7

Ju
n-

07

Ju
l-0

7

A
ug

-0
7

S
ep

-0
7

O
ct

-0
7

N
ov

-0
7

D
ec

-0
7

Ja
n-

08

F
eb

-0
8

M
ar

-0
8

ACL Rebased BSE Index
Key Figures (Standalone)

Quarterly Data Q4'06 Q3'07 Q4'07 YoY% QoQ% CY06 CY07 YoY%

(Figures in Rs. mn, except per share data)

Net Sales 13,353 12,999 15,067 12.8% 15.9% 48,541 57,048 17.5%

EBITDA 4,853 4,332 5,036 3.8% 16.3% 17,670 20,451 15.7%

Net Profit 3,287 3,133 2,071 (37.0%) (33.9%) 12,896 14,000 8.6%

Margins(%)

EBITDA 36.3% 33.3% 33.4% 36.4% 35.8%

NPM 24.6% 24.1% 13.7% 26.6% 24.5%

Per Share Data (Rs.)

Adj. EPS 2.2 2.1 1.4 (37.2%) (33.9%) 8.8 9.2 4.2%
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Result Highlights 
 

Net Sales increased by 12.8% yoy to Rs. 15,067 mn on the back of improvement in 

the sales volumes and the realisation rate. The sales volume has increased by  

4.9% yoy from 4.1 mt in Q4’06 to 4.3 mt in Q4’07. The realisation rate of cement 

reached to Rs. 3,484 in Q4’07 from Rs. 3,239 in Q4’06 registering an increase of 

7.6% yoy. We expect the improvement in the sales volume and realisation to 

continue till FY09E because of the mismatch in the demand and supply of cement. 

However, in comparison to the peer group, the Company is not expected to gain 

much as the expansion projects of the Company are concentrated in northern and 

eastern regions which are expected to experience slow growth, and also the 

majority of these projects are scheduled to be completed in CY09E. 
  

 Ongoing Expansion Projects 

 

 

 

 

 

 

 

Despite the top-line growth of 12.8% yoy, EBITDA increased by just  

3.8% yoy to Rs. 5,036 mn as rising raw material and power and fuel costs had a 

dampening effect on the margins. Raw material cost per tonne increased by 94% 

yoy and power and fuel cost increased by 21.8% yoy. In absolute terms, there was a 

rise in staff cost by 27.8% yoy. Going forward, we expect power and fuel cost to 

reduce moderately as the Company is replacing the liquid fuel-based captive power 

plant with the solid fuel-based captive power plant at its Ambujanagar plant and is 

also setting up new captive power plants at various locations.  

 Cost per tonne (in Rs) 

  

 

 

 

 

 

 
 
 
Realisation rate and sales 
volume contributed to the 
rise in revenue 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Sharp rise in raw material 
cost eroding margins 
 
 
 
 
 
 
 
 
 
 

Type of Plant Location Capacity
Expected 

Completion Year

Clinker Expansion Project Bhatapara 2.2 mtpa 2009
Clinker Expansion Project Rauri 2.2 mtpa 2009
Captive Power Plants Ropar/Rariyawas/Maratha 178 MW End 2008
Cement Grinding Unit Gujarat 1.5 mtpa 2009
Cement Grinding Unit Dadri 1.5 mtpa 2009
Cement Grinding Unit Nalagarh 1.5 mtpa 2009
Source: Company Data, Indiabulls Research

Q4'07 Q4'06 YoY %

Realisation rate per tonne 3,483.7 3,238.7 7.6%

Cost Per tonne

Raw materials 387.3 199.6 94.0%

Power and fuel 678.5 557.3 21.8%

Freight and forwarding 617.9 622.1 (0.7%)
Source : Company Data, Indiabulls Research
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Going forward, sales 
volume is expected 
be the top-line driver  

Net adjusted profit fell by 37% yoy to Rs. 2,071 mn. Hitherto, while computing the 

income tax provision, the Company had considered sales tax incentives for certain 

units as capital receipts which were not liable to tax. During the year, the above 

mentioned tax treatment was reconsidered in view of the subsequent contrary 

decision of High Court and accordingly, as a prudence measure, the Company has 

recognised Rs. 2,020 mn as tax provision with respect to sales tax incentives 

relating to earlier years. Considering the above change, we have increased our 

estimate of the effective tax rate which has resulted in a reduction in our net profit 

estimates. 

 

Key Risks 
 

• Any further increase in raw material costs will have an adverse effect on the 

margins. Moreover, a substantial increase in coal prices can also lead to a rise 

in power costs and hence, pose a threat to our rating. 

• Inability to complete the capacity expansion plans on time might affect the  

top-line growth. 

 

Outlook  

 

Cement consumption growth is expected to remain stable in the medium term due to 

expanding infrastructure, increase in housing construction activity, and setting up of 

various power projects. The demand and supply mismatch is expected to drive 

cement prices till mid-2009. However, post FY09, supply is expected to exceed 

demand, thereby, moderating the increase in prices. 

As per the schedule of expansion projects, it is expected that in CY08E the capacity 

of cement will far exceed the clinker capacity which can probably lead to an increase 

in purchase of clinker from external suppliers; however, this trend is expected to 

reverse in CY09E as the ongoing projects for clinker capacity addition are likely to 

get commissioned by that time. The installed capacity of cement is likely to increase 

to 22 mtpa by CY09E. Going forward, top-line growth will primarily depend on the 

increase in sales volume as the improvement in the realisation rate is expected to 

slow down. We have downgraded our estimates of cement sales volume for CY08E 

from 18.5 mt to 17.9 mt, as we anticipate some delay in the completion of expansion 

projects.  
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On the operational front, the Company is working at almost maximum efficiency 

level, so the scope of improvement in operational efficiency is limited. Though the 

Company is in the process of setting up captive thermal power plants to cater to 

the power needs of its new cement plants, we don’t expect this to add to its 

operating margin as the Company is already using captive power for its existing 

plants. We feel that the only thing that could aid in the margin improvement is the 

replacement of its liquid fuel-based captive power plants with solid fuel.  

Raw material costs have almost doubled during the quarter, and are expected to 

increase further. Considering this, we have downgraded our EBITDA margin 

estimates for CY08E by 120 bps.  

 

Valuation:  We have valued the stock using DCF. According to the valuation, the 

stock seems to be fairly valued at the current market price. Further, ACL is trading 

at a forward P/E of 12.0x CY08E and 11.7x CY09E which is ahead of its peer 

group. Considering that the operating margin of the Company is likely to come in 

line with the peer group, we believe that going forward it will be difficult for the 

Company to trade at a premium to its peers. Hence, we maintain our Hold rating. 

 

   

 

 

 

 

 

 

 

 

 

 

Key Figures (Consolidated)

Year to December FY05 CY06 CY07 CY08E CY09E CAGR (%)

(Figures in Rs.  mn, except per share data) (CY07-09E)

Sales Vol (mn tonnes) 14.6        16.3        16.9        17.9       18.0       3.4%

Net Sales 30,647    49,320    57,921    64,386   66,335   7.0%

EBITDA 8,079      17,637    20,353    22,535   23,284   7.0%

Net Profit 4,873      14,100    14,702    15,165   15,577   2.9%

Margins(%)

EBITDA 26.4% 35.8% 35.1% 35.0% 35.1%

NPM 15.9% 28.6% 25.4% 23.6% 23.5%

Per Share Data (Rs.)

Adj. EPS 3.6          9.3          9.7          10.0       10.2       2.9%

PER (x) 16.4x 15.2x 12.4x 12.0x 11.7x



Indiabulls (H.O.), Plot No- 448-451, Udyog Vihar, Phase - V, Gurgaon - 122 001, Haryana. Ph: (0124) 3989555, 3989666 
 

 

 -5-

                      AMBUJA CEMENTS LIMITED  

                 RESEARCH 

EQUITY RESEARCH                              March 14, 2008  

  

 
Disclaimer 
 
This report is not for public distribution and is only for private circulation and use. The Report should not be reproduced 
or redistributed to any other person or person(s) in any form. No action is solicited on the basis of the contents of this 
report. 
  
This material is for the general information of the authorized recipient, and we are not soliciting any action based upon it. 
This report is not to be considered as an offer to sell or the solicitation of an offer to buy any stock or derivative in any 
jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of Indiabulls 
Securities Limited. It does not constitute a personal recommendation or take into account the particular investment 
objectives, financial situations, or needs of individual clients. You are advised to independently evaluate the investments 
and strategies discussed herein and also seek the advice of your financial adviser. 
 
Past performance is not a guide for future performance. The value of, and income from investments may vary because of 
changes in the macro and micro economic conditions. Past performance is not necessarily a guide to future 
performance. 
 
This report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, 
and it should not be relied upon as such. Any opinions expressed here in reflect judgments at this date and are subject to 
change without notice. Indiabulls Securities Limited (ISL) and any/all of its group companies or directors or employees 
reserves its right to suspend the publication of this Report and are not under any obligation to tell you when opinions or 
information in this report change. In addition, ISL has no obligation to continue to publish reports on all the stocks 
currently under its coverage or to notify you in the event it terminates its coverage. Neither Indiabulls Securities Limited 
nor any of its affiliates, associates, directors or employees shall in any way be responsible for any loss or damage that 
may arise to any person from any error in the information contained in this report. 
 
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 stock 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. No part of this material may be duplicated in any form and/or 
redistributed without Indiabulls Securities Limited prior written consent.  
 
The information given herein should be treated as only factor, while making investment decision. The report does not 
provide individually tailor-made investment advice. Indiabulls Securities Limited recommends that investors 
independently evaluate particular investments and strategies, and encourages investors to seek the advice of a financial 
adviser. Indiabulls Securities Limited shall not be responsible for any transaction conducted based on the information 
given in this report, which is in violation of rules and regulations of National Stock Exchange or Bombay Stock Exchange. 
 
 


