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 STATUS QUO ON PROFITABILITY  
Modifying the differential excise duty of Rs 600/ tonne for cement sold 
above the retail price of Rs 190/ bag, the Finance Minister has 
introduced Ad Valorem duty of 12% for cement sold above Rs 190/ 
bag. Accordingly, while the imposition of excise on cement sold below 
retail price of Rs 190/ bag would be unaffected, the price above Rs 190/ 
bag will attract an ad valorem duty of 12% instead of specific duty of 
Rs 600/ tonne imposed in the Union Budget 2007-08.  

Benefits to be passed on: The ad valorem duty would result in a 
saving of excise duty of ~Re 1-5/ bag depending upon the Maximum 
Retail Price (printed on bag) varying across states. The imposition of 
excise on cement sold at a retail price of Rs 250/ bag would be 
unaffected. We believe the new duty structure is likely to bring in some 
relief to consumers in places where cement is being sold at an MRP less 
than Rs 250/ bag. The benefit of the new excise duty will accrue to 
markets near the production locations or lower radial distances (See 
table on Page 2). The reduction in excise duty is expected to be passed 
on to the consumers and we believe profitability of cement 
manufacturers is likely to remain unchanged.  

Outlook: Cement stocks have recovered to a large extent since the 
differential excise duty announcement in February 2007. We believe the 
movement in cement stock prices, would be driven by government 
signaling and the possible price increases by cement producers. We will 
monitor cement pricing developments in the light of changes in the duty 
structure, rising input cost pressures and signaling by the government. 
We maintain our sector Outperformer rating on Ambuja Cements, 
Underperformer rating on ACC and UltraTech while maintaining 
Neutral rating on Grasim.  

Financial summary 
  ACC (Rs 852)  Grasim (Rs 2,493)  Ambuja (Rs122)   UltraTech (Rs 834) 

Y/E  EPS (Rs)  P/E (x) EPS (Rs)  P/E (x)  EPS (Rs)  P/E (x)   EPS (Rs)  P/E (x)

CY05/ FY06 20.5 26.1 98.1 21.0 3.0 32.1  18.2 37.6
CY06/ FY07E 56.0 15.2 211.7 9.9 8.5 12.6  63.1 12.2
CY07E/ FY08E 64.2 13.3 227.6 11.0 9.5 12.9  71.3 11.7
CY08E/ FY09E 66.5 12.8 256.2 9.7 9.5 12.8  75.6 11.0
Target P/E multiple 12x 10.2x 12x  10.2x 
Target price  Rs 771 Rs 2,321 Rs 126*  Rs 727 
Upside (%) (10%) (7%) 4%  (13%) 
RECO  Underperformer Neutral  Outperformer  Underperformer 
Source: Company, ENAM estimates, Note: All recommendations are relative to the sector. *Ambuja target price including net cash & equivalents  of Rs 12/ 
share.  

Associate: Pallav Agarwal 
Email: pallav@enam.com 
Tel: 9122 6754 7761 

Lead Analyst: Jagdishwar Toppo 
Email: jagdishwar@enam.com 
Tel: 9122 6754 7605 

Associate: Ravindra Deshpande 
Email: ravindra.deshpande@enam.com 
Tel: 9122 6754 7627 



 
 Cement Sector  

 
 MAY 2007 ENAM Securities 2

Cement Valuation Summary 

 ACC (Rs 852)  Grasim (Rs 2,493)  Ambuja (Rs 122)  UltraTech (Rs 834) 

 
EV/EBITDA 

(x) 
EV/Tonne 

(USD)  
EV/EBITDA* 

(x)
EV/Tonne* 

(USD)
EV/EBITDA

^ (x)
EV/Tonne

^ (USD)  
EV/EBITDA 

(x)
EV/Tonne 

(USD)

CY07E/ FY08E 8.5 199  6.6 170 9.2 230  7.5 153

CY08E/ FY09E 8.2 183  5.5 166 9.1 214  7.6 164

Source: Company, ENAM estimates. Note: * Consolidated EV for Grasim’s cement business, adjusted for VSF& Other businesses. ^ Ambuja’s EV adjusted 
for cash proceeds on sale of land.  

Likely Savings in Excise Duty (1 Ton = 20 bags of 50 Kg each) 

Current 
profit 
(Rs/Ton) 

Op. Cost 
Excl. 

Freight 
(Rs/Ton) 

Freight 
(Rs Ton)

Wholesale 
Price 

(Rs/Ton) 

Sales Tax 
(12.5%)

(Rs/Ton)

Distri-
butors 

margin 
(Rs/Ton)

Selling 
price 

earlier 
(Excl. 

Excise) 
(Rs/Bag)

Selling 
Price 

Earlier 
(incl. 

excise) 
(Rs/bag)

Maximum 
Retail 
Price 

(printed) 
(Rs/Bag) 

Selling 
Price Now 
(including 

excise) 
(Rs/Bag)

Reduction 
in prices 

(Rs /Bag)

900 1,400 400 2,700 338 200 162 192 210  187 5 

900 1,400 450 2,750 344 200 165 195 210  190 5 

900 1,400 500 2,800 350 200 168 198 220  194 4 

900 1,400 550 2,850 356 200 170 200 220  197 4 

900 1,400 600 2,900 363 200 173 203 230  201 2 

900 1,400 650 2,950 369 200 176 206 230  204 2 

900 1,400 700 3,000 375 200 179 209 240  208 1 

900 1,400 750 3,050 381 200 182 212 250  212  -

900 1,400 800 3,100 388 200 184 214 250  214  -

Source: ENAM Research  

 
 
 
 
This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Nothing in this document 
should be construed as investment or financial advice, and 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. The intent of this document is not in recommendary nature 

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. The investment discussed or views expressed may not be suitable for all investors 

Enam Securities Private Limited has not independently verified all the information given in this document. Accordingly, no representation or warranty, express or implied, 
is made as to the accuracy, completeness or fairness of the information and opinions contained in this document 

The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of the views 
expressed in the report. This information is subject to change without any prior notice. The Company reserves the right to make modifications and alternations to this 
statement as may be required from time to time without any prior approval 

Enam securities Private Limited, 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 report. Each of these entities functions as a separate, distinct and independent of each other. The recipient 
should take this into account before interpreting the document 

This report has been prepared on the basis of information, which is already available in publicly accessible media or developed through analysis of ENAM Securities 
Private Limited. The views expressed are those of analyst and the Company may or may not subscribe to all the views expressed therein 

This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other person or 
published, copied, in whole or in part, for any purpose. Neither this document nor any copy of it may be taken or transmitted into the United State (to U.S.Persons), 
Canada, or Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. The distribution of 
this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform themselves about, and observe, any 
such restrictions 

Neither the Firm, not its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential 
including lost revenue or lost profits that may arise from or in connection with the use of the information. 

Copyright in this document vests exclusively with ENAM Securities Private Limited. 


