
Jinesh K Gandhi (Jinesh@MotilalOswal.com); Tel +91 22 3982 5416

Ambuja Cements' 4QCY10 operating performance is below estimate, with EBITDA margins of Rs3.15b (v/s our estimate

of Rs3.6b) as realizations were lower than estimates. However lower tax boosted reported PAT of Rs2.52b (v/s our

estimate of Rs2.14b). Key highlights include:

 Volumes grew by 5.6% 5.04mt (in-line). Realizations declined by 1.3% QoQ (~4.5% YoY) to Rs3,549 (v/s our

estimate of Rs3,695/ton). Net sales up flat YoY to Rs17.9b (v/s our estimate of Rs18.6b).

 EBITDA de-grew by 28% YoY (~11% QoQ growth) to Rs3.15b (v/s our estimate of Rs3.6b) and margins declined by

690bp YoY (~50bp QoQ) to 17.6% (v/s our estimate of 19.3%). Cost push in form of energy (~5% QoQ) was negated

by operating leverage.

 Lower tax provisioning due to tax credit of Rs371m boosted reported PAT to Rs2.5b, a growth of 4% YoY and 65%

QoQ.

 The Board has declared final dividend of Rs1.4/share (total of Rs2.6/share for CY10).

 It has entered into agreement with Rajasthan State Industrial Development & Investment Corporation to set-up a

2.2mt clinker unit in Rajasthan with capex of ~Rs22b with expected commissioning in CY14.

Valuations and view: We are upgrading CY11 EPS by 3.4% to Rs8.7 and CY12 by 3.6% to Rs11.3, to factor in for the

current pricing environment. The stock trades at premium valuation of 14.4x CY11E EPS, 8.4x EV/EBITDA and US$138/

ton. Maintain Neutral with target price of Rs146 (~10x CY11 EV/EBITDA).
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Decline in realizations translates into decline in revenues

Volumes grew by 5.6% YoY (~15% QoQ) to 5.04MT, with 5.6%YoY growth in domestic
volumes and 2.2% growth in exports to 0.1mt. Realizations declined by 1.3% QoQ (~4.5%
YoY) to Rs3,549, which would have been impacted by pricing pressure in its key markets
of North & East India as well as higher clinker sales (at ~Rs1,800-2,000/ton realizations).
As a result, revenues de-grew by 1% YoY (~14% QoQ growth) to Rs17.9b.

Trend in dispatches and realizations

Source: Company/MOSL

Energy cost inflation diluted by operating leverage

EBITDA de-grew by 28% YoY (~11% QoQ growth) to Rs3.15b and margins declined by
690bp YoY (~50bp QoQ) to 17.6% (v/s est 19.3%). For 4QCY10, its EBITDA/ton was
~Rs624/ton (v/s Rs651/ton in 3QCY10 v/s Rs1,049/ton in 4QCY09). Energy cost inflation
was ~5% QoQ due to increase in imported coal prices from US$115/ton from US$110/ton
QoQ. It is carrying one month;s inventory of imported coal and its current cost of imported
coal would be ~US$125-130/ton. Higher operating leverage helped off-setting energy
cost inflation. During 4QCY10, it had to purchase clinker for its Himachal Pradesh plant
as truckers strike disrupted operations for ~45 days, resulting in higher RM and freight
cost. With operations normalizing at its HP plant, there would savings on these costs.
However, lower tax provisioning due to tax credit of Rs371m boosted reported PAT to
Rs2.52b.

Trend in EBITDA

Source: Company/MOSL
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Key operating indicators (Rs/ton)
4QCY10 4QCY09 YoY (%) 3QCY10 QoQ (%)

Net Realization 3,549 3,714 -4.5 3,595 -1.3

Raw Material 328 482 -31.9 140 134.2

Staff Cost 154 164 -6.4 227 -32.4

Power & Fuel 885 685 29.1 1,017 -13.0

Freight 809 769 5.2 787 2.8

Other Expenditure 748 703 6.3 772 -3.1

Total Cost 2,924 2,804 4.3 2,945 -0.7

EBITDA 624 910 -31.4 651 -4.1

Source: Company/MOSL

Trend in EBITDA (Rs/Ton)

Source: Company/MOSL

Full impact of new capacities now reflecting; expect in-line performance
with the industry

With commission of 4.4mt clinker units, Ambuja has entirely replaced purchased clinker
with captive clinker during 4QCY10. Its CY09 profitability was severely impacted due to
purchase of 1.7mt clinker (costing ~Rs3,360/ton of clinker). We estimate savings of Rs8-
10/bag driven by replacement of purchased clinker with in-house clinker, which is fully
reflecting since 3QCY10. Also, full benefit of 139MW CPP at its existing plants
commissioned in last 12 months is also now fully reflecting in its performance. With increase
in capacity at HP plant (~5.5mt or ~20% of total capacity), which enjoys fiscal incentives,
we expects its tax rate to remain lower.

Upgrading estimates

We are upgrading our EPS estimates for CY11 by 3.4% to Rs8.7 and 3.6% for CY12 to
Rs11.3, to factor in for a) current pricing environment, b) higher other income due to
higher yields on treasury and b) lower tax rate due to tax exemption at HP.

We maintain our cement price assumption of Rs10/bag QoQ increase in 1QCY11, with
average Rs5/bag average increase in CY11 (~Rs2/bag increase over current prices). We
model in imported coal price of US$130/ton for CY11.
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Revised forecast (Rs m)
CY11E CY12E

Rev Old Chg (%) Rev Old Chg (%)

Net Sales 84,251 86,064 -2.1 99,334 101,409 -2.0

Net Profit 13,320 12,831 3.8 17,262 16,603 4.0

EPS (Rs) 8.7 8.4 3.4 11.3 10.9 3.6

Source: MOSL

Valuations and view

2HCY10 is expected to be bottom-of-the-cycle period for the cement industry. Cement
prices are expected to buoyant in 1HCY11 driven by recovery in demand. With full benefit
of cost savings from new capacities and captive power plant now reflecting in its
performance, Ambuja is expected to perform in-line with the industry. However, the stock
trades at premium valuation of 14.4x CY11E EPS, 8.4x EV/EBITDA and US$138/ton.
Maintain Neutral with target price of Rs146 (~10x CY11 EV/EBITDA).
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Company description

Ambuja Cement, a part of Holcim group, is the third largest
cement company in India with total capacity of 27m ton
under its control. It is one of the lowest cost producers of
cement with focus on structurally sound markets of North,
West and East. It is also the largest exporter of cement
from India.

Key investment arguments

 Best positioned geographically (#1 & #2 in North and
West, respectively) to benefit from current upturn in
cement prices.

 Geographical location gives flexibility to choose
between domestic and export market.

 Financially well placed (zero net debt) to drive further
consolidation in the industry.

Key investment risks

 Higher dependence on imported coal could impact
profitability in price inflation environment.

 Any downturn in the export market would result in over-
supply in the domestic market, resulting in pressure on
prices in the key market of Gujarat.

Recent developments

 Transportation strike at its HP plant (~5.5mt capacity)
from 7 October 2010 has been resolved from 22
November 2010, which had impacted operations during
that period.

 It has entered into agreement with the Rajasthan State
to set-up a 2.2mt clinker unit in Rajasthan with capex
of ~Rs22b with expected commissioning in CY14.

Valuation and view

 The stock trades at premium valuation of 14.4x CY11E
EPS, 8.4x EV/EBITDA and US$138/ton.

 Maintain Neutral with target price of Rs146 (~10x
CY11 EV/EBITDA).

Sector view

 Although sector would continue to be plagued by over-
capacity at least till December 2011 and expect volatility
in cement prices and cement companies' performance
over next 6-9 months.

 However, we believe we have already witnessed
bottom-of-the-cycle utilization & profitability, and it
should gradually improve hereon given sustainable
demand drivers.

 Next 6-9 months to witnessed increased level of volatility
in cement prices

Comparative valuations
Ambuja ACC UltraTech

Cements Cement

P/E (x) CY10E 15.4 17.4 21.9

CY11E 14.4 17.4 16.1

P/BV (x) CY10E 2.6 2.9 2.6

CY11E 2.4 2.8 2.2

EV/Ton (x) CY10E 148 116 126

CY11E 138 111 120

EV/EBITDA (x) CY10E 9.2 10.5 11.0

CY11E 8.4 9.1 8.0

Shareholding Pattern (%)
Dec-10 Sep-10 Dec-09

Promoter 46.3 46.4 46.4

Domestic Inst 14.7 15.3 16.9

Foreign 30.0 29.4 26.2

Others 9.0 8.9 10.5

Ambuja Cements: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s Consensus (Rs)
MOSL Consensus Variation

Forecast Forecast (%)

CY11 8.7 8.7 -0.4

CY12 11.3 9.0 25.7

Target Price and Recommendation
Current Target  Upside Reco.

Price (Rs) Price (Rs)  (%)

125 146 16.8 Neutral

90

110

130

150

170

Feb-10 May-10 Aug-10 Nov-10 Feb-11

Ambuja Cements Sensex - Rebased



Ambuja Cements

3 February 2011  6

Financials and Valuation
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This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. Motilal Oswal
Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
for your information and should not be reproduced or redistributed to any other person in any form.

The 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 such. MOSt or
any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the
information contained in this report. MOSt or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding
any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

MOSt and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement Ambuja Cements
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock No
3. Broking relationship with company covered No
4. Investment Banking relationship with company covered No

This information is subject to change without any prior notice. MOSt reserves the right to make modifications and alternations to this statement as may be required
from time to time. Nevertheless, MOSt is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.
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