Concrete Trends

Profit upturn seems far away

B Exit on short-term rallies; profit upturn seems far away

Anticipation of post monsoon cement price increases, receding risk of government
intervention and low stock valuations offer room for a near-term rally in cement
stocks, in our view. We recommend that investors exit on possible short-term rallies
as any U-turn towards sustainable profit improvement seems far away. Demand
growth seems weak (industry capacity utilisation in Aug '08 was the lowest in last 3-
4 years), and we expect cement prices to fall from end-FY09 onwards owing to
rising industry capacity. ACC is our least preferred pick in the sector.

Capacity additions mostly on track

Our discussions with the industry & equipment vendors point to ~37mn tpa (+26%
YoY) of composite capacity additions by Mar '09. Reported industry data suggests
~15mn tpa (8% growth) of new cement capacity was added over the last 6 months
by players like Binani (+4mn tpa), Penna (+2mn) and Rain (+2.5mn tpa). Additions
in 2H FYO9E will include Grasim (4.4mn tpa), UltraTech (4.9mn tpa), Madras
Cements (4mn tpa) and Dalmia Cements (~2mn tpa). Capacities delayed into
FY10E likely include JPA- Himachal, Grasim-Kotputli and Zuari-Andhra.

Demand appears to be faltering

Domestic volume growth was ~7% in YTD FY09 (Apr-Aug) vs 12% growth in YTD
FY08. Demand weakness seems most evident in north India that has grown ~4%
in YTD FY09 (Apr-Jul) vs 12% growth last year. South India appears strongest
with steady demand growth of ~11-12% YoY. Overall, strong recovery in domestic
demand appears unlikely but exports may improve on partial lifting of export-ban.

Cost increases may have halted but no celebrations yet
Imported coal prices may get some respite due to lower sea freight and easing in
international energy (coal & crude) prices, albeit partly offset by rupee
depreciation. Within our coverage, India Cements imports ~65-70% of its coal
requirement while ACC imports ~10% of its requirement. However, our
discussions with the industry do not offer much cause for celebration as open
market prices of local coal continue to reign high and availability of linkage coal is
now ~65% of targeted levels vs ~96% a year ago.

Coal poses cost concern for new units

Our discussions with companies indicate that coal availability is not a constraint per
se for new supplies. However, reliance on open-market sourcing and imports will
likely to push up costs. Many of the companies that we spoke with (e.g. Madras
Cements, Dalmia) have planned coal imports to meet their new requirements.
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Chart 1: Cement Prices vs Wholesale Index
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Chart 2: New Supplies vs Incremental Demand
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Table 1: Key Valuation Comparables

Concrete Trends

Valuations Of Indian Cement Majors

ACC (ADCLF, C-3-7/Underperform)

Grasim (GRSJF/GRSJY, C-3-7/Underperform)
Ambuja Cements (AMBUF/XAAJF, C-3-7/Underperform)
UltraTech (XDJINF, C-2-7/Neutral)

Shree Cement (SREEF, C-3-7/Underperform)
India Cements (INIAF/IAMZY, C-3-9/Underperform)
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We expect the industry’s capacity growth
to outpace demand growth over FY09-
10E. We hold our 8% demand growth
forecast for FY09 but see downside risk.

4Q FY09 will likely be the tipping point
for cement prices. We estimate that new
supplies across the industry will exceed
additional demand by 4Q FY09.

Geographically, downside risk seems high
in south & north India. West and central
India appear relatively safe.

Concrete Trends

Industry Supply-Demand Outlook

Table 2: Industry Supply-Demand Scenario

As on 31 March (mn tpa) FY06 FYO7 FY08 FYO9E FY10E
Cement Capacity 161 166 189 233 267
Effective Clinker Capacity 126 131 146 184 215
Capacity growth 5% 4%  12% 26% 17%
Cement Demand 141 155 168 182 196
Demand growth 13%  10% 8% 8% 8%
Domestic Consumption 135 149 164 179 193
Growth in domestic consumption 12% 10% 10% 9% 8%
Exports 6.0 5.9 3.7 2.9 2.9
Export growth 48%  -2% -35% -20% 0%
Cement - Capacity Utilisation 88% 93% 89% 78% 73%
Cement/Clinker Ratio 128 133 1.36 1.37 1.37
Blended Cement as % of total production 61% 70% 75% 75% 75%
Clinker Demand
Domestic 110.6 116.7 1238 1326 1431
Clinker Exports 3.2 3.1 24 2.1 21
Clinker - Capacity Utilisation (incl. Exports) 90% 92% 86% 73% 68%
Clinker - Capacity Utilisation (excl. Exports) 88% 89% 85% 2% 67%
Source: CMA, ML Estimates
Figure 1: Time-sheet of new supplies vs incremental demand
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Table 3: Pro forma Supply-Demand Scenario
Region (as on 31 Mar) FY06 FYo7 FY08 FYO9E FY10E
North 98% 101% 79% 2% 65%
South 86% 89% 94% 73% 67%
East 83% 91% 86% 84% 75%
West 86% 95% 98% 93% 100%
Central 88% 93% 91% 85% 85%
All-India 88% 93% 89% 78% 73%

Source: CMA, ML
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Recent Trends In The Indian Cement
Industry

The industry’s volume trend appears Figure 2: YoY Growth In Industry Despatches Over Last 3 Years

weak with despatch growth in YTD FY09

(Apr-Aug ’08) at ~6% vs long term CAGR of
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The industry’s capacity utilization

averaged ~86% in YTD FYQ9 versus ~97%
last year. This reflects a combination of 120%
demand slowdown and capacity additions. 110%

Figure 3: Capacity Utilization Levels & 3-Month Moving Average Over Last 2 Years
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. ) ) Figure 4: Trend In Cement Prices Across The Industry Over Last 3 Years
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Geographically, south India continues to
witness strong demand growth in line
with FYO8 levels. East has also posted
strong acceleration. Demand slowdown is
sharpest in north India, followed by West.

Capacity utilization has softened across
all regions in YTD FY09. North appears to
have the highest overcapacity while south
appears to be tightly supplied.

Cement prices across India are up 3% in
YTD FYOQ9 vs FYO8 levels. Prices are
highest in south India & lowest in central
India. East witnessed the strongest rise
while west was a relative laggard.

Concrete Trends

Regional Trends In The Indian
Cement Industry

Figure 5: YoY Consumption Growth Across Key Geographical Regions
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Figure 6: Capacity Utilization Level In Key Geographical Regions — YTD FY09 Vs FY08
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Figure 7: Average Cement Prices Across The Industry — YTD FY09 Vs FY08
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Long-Term Trends In The Indian
Cement Industry

Broadly speaking, cement despatches Figure 8: Trend In Domestic Cement Despatches Vs GDP

continue to move in line with GDP.
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Figure 9: Long Term Trend In Capacity Utilization & Cement Prices Across The Industry
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Cement prices continue to be firm but Figure 10: 10-Year Trend In Average Cement Prices Across India
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Clinker inventory is trending above the
sector’s long-term average, pointing to a
combination of demand slowdown and

capacity growth.

The industry’s blending ratio continues to
rise, in line with the long term trend.

Cement exports are down ~45% and

clinker exports are down ~13% in YTD
FY09 largely owing to export ban by the
Govt. Partial lifting of this ban from May
’08 onwards should help volumes going

forward.

Concrete Trends

Long-Term Trends In The Indian

Cement Industry

Figure 11: Trend In Clinker Inventory
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Figure 12: Trend In Blending i.e. Cement/Clinker
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Figure 13: Trend In Cement & Clinker Exports
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Cement majors continue to lag the
industry’s despatch growth. This may be
due to capacity additions (and higher
volumes) by relatively smaller players.

Despite improving cement prices, EBITDA
per ton of the majors has been flattish
owing to cost pressures.

The industry has seen an across-the-board
rise in costs led primarily by higher coal
costs.

Concrete Trends

Performance of Industry Majors

Figure 14: YoY Despatch Growth Of Cement Majors Vs. Industry
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Figure 15: Proforma Trend In EBITDA/ton Of Cement Majors
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Figure 16: Trend in Key Costs for Industry Majors
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Price objective basis & risk

Ambuja Cements (AMBUF / XAAJF)

We have a price objective of Rs85 (GDR of US$1.98) for Ambuja. We value the
company at an EV/capacity of around US$125/ton on par with the industry's
current replacement cost. Historically, Ambuja’'s trough valuation was around 25%
discount to replacement cost in the midst of the previous down-cycle. Pending
greater visibility on capacity additions in the industry we do not factor any
discount for Ambuja at this stage.

Ambuja appears cheap on PE and EV/EBITDA but high risk to earnings, and
forecast YoY earnings downtrend may deter investors from leaning on these
metrics. Downside risks to our PO stem from possible introduction of price
controls by the government or unforeseen further rise in energy prices. Upside
possibilities would stem from unexpected delays in commissioning of new
capacities and unforeseen easing in energy prices, especially coal.

Assoc. Cement (ADCLF)

We have a price objective of Rs585/sh for ACC. We value the company at an
EV/capacity of around US$100/ton based on a 20% discount to the industry's
current replacement cost of US$125/ton. At this stage we use a lower discount
versus historical trough pending greater visibility on capacity additions in the
industry. Historically, trough valuation of industry majors was around 40%
discount to replacement cost in the midst of the previous down-cycle. ACC
appears cheap on PE and EV/EBITDA but high risk to earnings, and forecast YoY
earnings downtrend may deter investors from leaning on these metrics. Downside
risks to our PO stem from possible introduction of price controls by the
government or unforeseen further rise in energy prices. Upside possibilities would
stem from unexpected delays in commissioning of new capacities and unforeseen
easing in energy prices especially coal.

Grasim (GRSJF / GRSJY)

We have a price objective of Rs2250 (GDR of US$53) for Grasim. We value the
company's dominant cement business at 20% discount to the industry's current
replacement cost of US$125/ton. The VSF business is pegged at a PE of about
10x FY10E, in line with Lenzing AG which is one of the few listed VSF plays
globally, outside of the Aditya Birla group. We also value Grasim's 6.5 percent
investment in Idea at our target price of Rs125 per share for Idea. Potential
de-rating of the VSF business and possible introduction of price controls in
cement by the government, present downside risk to our PO. Upside risks are
unexpected delays in commissioning of new cement capacities, and unforeseen
easing in energy prices.

India Cements (INIAF / IAMZY)

We have a price objective of Rs130 for India Cements (GDR of US$3.05). We
value the company at an EV/capacity of around US$80/ton (FY10E) i.e. 35%
discount to the industry's current replacement cost benchmark of US$125/ton.
Our valuation of India Cements is comparable with the stock's trough valuation
historically at 40% discount versus replacement cost in the midst of the previous
down-cycle. We think valuations will stay below replacement cost in anticipation
of falling returns. The stock appears cheap on PE and EV/EBITDA but high risk to
earnings, and forecast YoY earnings downtrend may deter investors from leaning
on these metrics. Downside risks to our PO are possible introduction of price
controls by the government and consequent inducement of lower-than-forecast
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returns. Unforeseen further rise in energy prices would also present downside
risks. Unexpected delays in commissioning of new capacities and unforeseen
easing in energy prices especially coal may offer upside potential for the stock.

Shree Cements (SREEF)

We have a price objective of Rs765 for Shree. We value the company at an
EV/capacity of around US$55/ton (FY10E), i.e. 55% discount to the industry's
current replacement cost benchmark of US$125/ton. Our valuation of Shree is
comparable with the stock's trough valuation historically at 45-55% discount
versus replacement cost in the midst of the previous down-cycle. We think Shree
will trade at trough valuations sooner than other players owing to complete
revenue exposure to north India - the region where visibility of upcoming
overcapacity is already high. The stock appears cheap on PE and EV/EBITDA
but high risk to earnings, and forecast YoY earnings downtrend may deter
investors from leaning on these metrics. Downside risks to our PO stem from
possible introduction of price controls by the government or unforeseen further
rise in energy prices. Upside possibilities would stem from unexpected delays in
commissioning of new capacities and unforeseen easing in energy prices,
especially coal.

UltraTech Cemen (XDJNF)

We have a price objective of Rs650/sh for UltraTech. We value the company at
an EV/capacity of around US$100/ton based on a 20% discount to the industry's
current replacement cost of US$125/ton. At this stage we use a lower discount
versus historical trough pending greater visibility on capacity additions in the
industry. Historically, trough valuation of industry majors was around 40%
discount to replacement cost in the midst of the previous down-cycle. UltraTech
appears cheap on PE and EV/EBITDA but high risk to earnings, and forecast YoY
earnings downtrend may deter investors from leaning on these metrics. Downside
risks to our PO stem from possible introduction of price controls by the
government or unforeseen further rise in energy prices. Upside possibilities would
stem from unexpected delays in commissioning of new capacities and unforeseen
easing in energy prices especially coal.
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* Companies in respect of which MLPF&S or an affiliate has received compensation for investment banking services within the past 12 months. For purposes of this distribution, a stock
rated Underperform is included as a Sell.

FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating. VOLATILITY RISK
RATINGS, indicators of potential price fluctuation, are: A - Low, B - Medium and C - High. INVESTMENT RATINGS reflect the analyst’s assessment of a
stock’s: (i) absolute total return potential and (ii) attractiveness for investment relative to other stocks within its Coverage Cluster (defined below). There
are three investment ratings: 1 - Buy stocks are expected to have a total return of at least 10% and are the most attractive stocks in the coverage cluster;
2 - Neutral stocks are expected to remain flat or increase in value and are less attractive than Buy rated stocks and 3 - Underperform stocks are the least
attractive stocks in a coverage cluster. Analysts assign investment ratings considering, among other things, the 0-12 month total return expectation for a
stock and the firm’s guidelines for ratings dispersions (shown in the table below). The current price objective for a stock should be referenced to better
understand the total return expectation at any given time. The price objective reflects the analyst’s view of the potential price appreciation (depreciation).

Investment rating Total return expectation (within 12-month period of date of initial rating)  Ratings dispersion guidelines for coverage cluster*
Buy > 10% < 70%
Neutral = 0% < 30%
Underperform N/A > 20%

* Ratings dispersions may vary from time to time where Merrill Lynch Research believes it better reflects the investment prospects of stocks in a Coverage Cluster.

INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend considered to be secure), 8 - same/lower (dividend not considered
to be secure) and 9 - pays no cash dividend. Coverage Cluster is comprised of stocks covered by a single analyst or two or more analysts sharing a common
industry, sector, region or other classification(s). A stock’s coverage cluster is included in the most recent Merrill Lynch Comment referencing the stock.

Price charts for the securities referenced in this research report are available at http://www.ml.com/research/pricecharts.asp, or call 1-888-ML-CHART to have
them mailed.

In the US, retail sales and/or distribution of this report may be made only in states where these securities are exempt from registration or have been qualified for
sale: Ambuja Cements, Assoc. Cement, Grasim, India Cements, Shree Cements, UltraTech Cement.

MLPF&S or an affiliate expects to receive or intends to seek compensation for investment banking services from this company within the next three months:
Assoc. Cement, India Cements, Shree Cements.

MLPF&S together with its affiliates beneficially owns one percent or more of the common stock of this company. If this report was issued on or after the 10th day
of the month, it reflects the ownership position on the last day of the previous month. Reports issued before the 10th day of a month reflect the ownership position at
the end of the second month preceding the date of the report: Assoc. Cement, Grasim, India Cements, Shree Cements, UltraTech Cement.

The country in which this company is organized has certain laws or regulations that limit or restrict ownership of the company's shares by nationals of other
countries: Ambuja Cements, Assoc. Cement, Grasim, India Cements, Shree Cements, UltraTech Cement.

The analyst(s) responsible for covering the securities in this report receive compensation based upon, among other factors, the overall profitability of Merrill
Lynch, including profits derived from investment banking revenues.
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Other Important Disclosures

UK readers: MLPF&S or an affiliate is a liquidity provider for the securities discussed in this report.

Information relating to Non-U.S. affiliates of Merrill Lynch, Pierce, Fenner & Smith Incorporated (MLPF&S):

MLPF&S distributes research reports of the following non-US affiliates in the US (short name: legal name): Merrill Lynch (France): Merrill Lynch Capital Markets
(France) SAS; Merrill Lynch (Frankfurt): Merrill Lynch International Bank Ltd, Frankfurt Branch; Merrill Lynch (South Africa): Merrill Lynch South Africa (Pty) Ltd;
Merrill Lynch (Milan): Merrill Lynch International Bank Limited; MLPF&S (UK): Merrill Lynch, Pierce, Fenner & Smith Limited; Merrill Lynch (Australia): Merrill Lynch
Equities (Australia) Limited; Merrill Lynch (Hong Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte Ltd; Merrill
Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch Mexico, SA de CV, Casa de Bolsa; Merrill Lynch (Argentina): Merrill Lynch
Argentina SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co, Ltd; Merrill Lynch (Seoul): Merrill Lynch International Incorporated (Seoul Branch); Merrill
Lynch (Taiwan): Merrill Lynch Global (Taiwan) Limited; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; PT Merrill Lynch (Indonesia): PT Merrill Lynch
Indonesia; Merrill Lynch (KL) Sdn. Bhd.: Merrill Lynch (Malaysia); Merrill Lynch (Israel): Merrill Lynch Israel Limited; Merrill Lynch (Russia): Merrill Lynch CIS Limited,
Moscow; Merrill Lynch (Turkey): Merrill Lynch Yatirim Bankasi A.S.; Merrill Lynch (Dubai): Merrill Lynch International Bank Ltd, Dubai Branch; MLPF&S (Ziirich rep.
office): MLPF&S Incorporated Ziirich representative office.

This research report has been prepared and issued by MLPF&S and/or one or more of its non-U.S. affiliates. MLPF&S is the distributor of this research report in
the U.S. and accepts full responsibility for research reports of its non-U.S. affiliates distributed in the U.S. Any U.S. person receiving this research report and wishing
to effect any transaction in any security discussed in the report should do so through MLPF&S and not such foreign affiliates.

This research report has been approved for publication in the United Kingdom by Merrill Lynch, Pierce, Fenner & Smith Limited, which is authorized and
regulated by the Financial Services Authority; has been considered and distributed in Japan by Merrill Lynch Japan Securities Co, Ltd, a registered securities dealer
under the Securities and Exchange Law in Japan; is distributed in Hong Kong by Merrill Lynch (Asia Pacific) Limited, which is regulated by the Hong Kong SFC; is
issued and distributed in Taiwan by Merrill Lynch Global (Taiwan) Ltd or Merrill Lynch, Pierce, Fenner & Smith Limited (Taiwan Branch); is issued and distributed in
Malaysia by Merrill Lynch (KL) Sdn. Bhd., a licensed investment adviser regulated by the Malaysian Securities Commission; is issued and distributed in India by DSP
Merrill Lynch Limited; and is issued and distributed in Singapore by Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd
(Company Registration No.’s F 06872E and 198602883D respectively). Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte
Ltd. are regulated by the Monetary Authority of Singapore. Merrill Lynch Equities (Australia) Limited, (ABN 65 006 276 795), AFS License 235132, provides this
report in Australia. No approval is required for publication or distribution of this report in Brazil.

Merrill Lynch (Frankfurt) distributes this report in Germany. Merrill Lynch (Frankfurt) is regulated by BaFin.

Copyright, User Agreement and other general information related to this report:

Copyright 2008 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. This research report is prepared for the use of Merrill Lynch clients and
may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of Merrill Lynch. Merrill Lynch
research reports are distributed simultaneously to internal and client websites eligible to receive such research prior to any public dissemination by Merrill Lynch of
the research report or information or opinion contained therein. Any unauthorized use or disclosure is prohibited. Receipt and review of this research report
constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this report (including
any investment recommendations, estimates or price targets) prior to Merrill Lynch's public disclosure of such information. The information herein (other than
disclosure information relating to Merrill Lynch and its affiliates) was obtained from various sources and we do not guarantee its accuracy. Merrill Lynch makes no
representations or warranties whatsoever as to the data and information provided in any third party referenced website and shall have no liability or responsibility
arising out of or in connection with any such referenced website.

This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer,
to buy or sell any securities or other investment or any options, futures or derivatives related to such securities or investments. It is not intended to provide personal
investment advice and it does not take into account the specific investment objectives, financial situation and the particular needs of any specific person who may
receive this report. Investors should seek financial advice regarding the appropriateness of investing in any securities, other investment or investment strategies
discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. Investors should note that income
from such securities or other investments, if any, may fluctuate and that price or value of such securities and investments may rise or fall. Accordingly, investors may
receive back less than originally invested. Past performance is not necessarily a guide to future performance. Any information relating to the tax status of financial
instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to seek tax advice based on
their particular circumstances from an independent tax professional.

Foreign currency rates of exchange may adversely affect the value, price or income of any security or related investment mentioned in this report. In addition,
investors in securities such as ADRs, whose values are influenced by the currency of the underlying security, effectively assume currency risk.

Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related
investments.

Merrill Lynch Research policies relating to conflicts of interest are described at http://www.ml.com/media/43347.pdf.

Fundamental equity reports are produced on a regular basis as necessary to keep the investment recommendation current.

iQmethod, iQmethod 2.0, iQprofile, iQtoolkit, iQworks are service marks of Merrill Lynch & Co., Inc. iQanalytics®, iQcustom®, iQdatabase® are registered
service marks of Merrill Lynch & Co., Inc.
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